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THE STATE OF SMALL BUSINESS:
A REPORT OF THE PRESIDENT

To the Congress of the United States:

The success of the American economy is critically dependent
upon preservation of real opportunity for small business. Histori-
cally, small business has provided much of the growth in jobs and
innovation as well as being the supplier of services and deliverer of
goods to virtually every farm, village, town and city in our nation.
Although there are many definitions of small business, the one
agreed upon by the 1980 White House Conference on Small Busi-
ness was that of businesses employing 500 emplovees or less. Cur-
rently, approximately 15 million businesses, or 99 percent, of the
total number of businesses fall into this category.

Small businesses are a complex mixture of a wide variety of own-
ership types, sizes and locations. Published statistics from the Inter-
nal Revenue Service show that most small businesses are sole pro-
prictorships. Still, significant numbers of partnerships and
corporations arc also small. Bureau of the Census statistics show
that small businesses appear in all industry categories: manufactur-
ing, transportation, insurance, wholesale and retail trade, and ev-
ery other kind of industry. Small businesses vary in size: many have
no employces (reflecting either family owned and operated or indi-
vidually owned and operated businesses); over two million have be-
tween one and 20 paid emplmcc They are located all across our
nation: many are in our large cities but a significant portion are in
small towns. In truth, our small businesses are as diverse and dis-
parate as our population,

This Administration is committed to assuring unrestricted access
for small business to ali segments of our economy. By unleashing
small business from the burdens of unnecessary taxation and regu-
lation, we enable men and women small business owners to in-
crease their contributions to our society's economic and employ-
ment growth. In addition, we will continue 1o help expand the
opportunities ¢f today’s struggling business aspirants, disadvan-
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taged ethnic and racial groups, and to blend their skills and abili-
ties in creating a better life for themselves and a stronger America.

It is the objective of this statement to describe how this Adminis-
tration is establishing an econonic environment conducive to small
business formation und growth. Tt first describes the economic con-
tributions of small business. Second, it explores the foundations of
this Administration’s small business policies. And last, examines
problems and policies of special interest to small business,

This statement draws from the accompanving Report on Small
Business and Competition which contains data and information pro-
vided by the Small Business Administration.

I, 'HE ROLE OF SMALL BUSINESS IN THE ECONOMY

The roots of the American economy are to be found in the histo-
rv of small business. In America’s carly vears virtaally all businesses
were small. Tt was not untdl the advent of the industrial revolution
in this country that large businesses emerged to take advantage of
cconomies of scale in production, distributon, and marketing.
Since the 19th century, the share of our natonal output of goods:
and services accounted for by small business has declined. The de-
cline leveled oft during the 1930°s, wirth small business responsible
for producing just over half of all private production. In the carly
1960°s, small business' share began another decline, and today it is
responsible for slightly less than half of the production of goods
and services in our economy. Clearly, the recent turmoil experi-
enced by our economy also has taken a toll on the fortunes of small
business.

Despite these trends, small business dlavs a kev role in the ULS.
cconomy. The contributions of small business to innovation and
emplovnient have been paracularly noteworthy. In 1976, research
for the National Science Foundadon showed small business had
bheen a more prolitic source of innovations per research and devel-
opment dollar than medium or lurge business. Inventors have of-
ten chosen to market their innovadons through small business.
Small business is, after all. ideally suited for such ventures by virtue
of its greater flexibility and greater willingness to assume substan-
tal risks in the pursuit of potentially large rewards.

Most small firms are labor intensive, and over halt of our labor
force is currenty emploved by small businesses. Small businesses
remain among the leaders in emplovment creation. According to
research at the Massachuseus Instdtute of Technology, between
1969 and 1976, more than 86 percent of new jobs were provided




by small businesses employing fewer than 500 emplovees. Some 80
percent of new jobs were provided by firms having 100 emplovees
or less. Almost 66 percent of the new jobs were provided by busi-
nesses with fewer than 20 emplovees, and of the Jobs provided by
small businesses, 75 percent were attributable o firms that were
less than five vears old.

Small business has also plaved an important role in providing
economic opportunities for minorities and women, both as employ-
ces and as entreprencurs. Minoritv-owned business enterprises are
predominately small businesses. Minorities control about -4 pereent
of all businesses and are concentrated in industries attording easy
entry such as retail trade, services, and construction. Women con-
trol about 5 percent of all businesses and are also in those indus-
tries affording casv entry.

Given our nation’s economic difficulties we cannot afford to 1g-
nore the resources and potential contributions of small business
enterprises. Their innovative spirit, their flexibility (o meet new
challenges, are crucial 1o our economic progress. At the same time,
the emplovment and entreprencurial opportunities presented by
this sector are too important to be less than fully realized. The bot-
tom line is quite straightforward: America needs small business
formation and growth.

I THE FOUNDATIONS OF SMALL BUSINESS POLICY

The basic problem of the United States cconomy is that it is not
growing tast enough. Since 1973, the U.S. cconomy has grown at a
real rate of less than 2.4 percent, barely two-thirds of the 3.8 per-
cent real growth rate experienced from 1950 1o 1973, and far be-
low the 4.5 percent rate achieved between 1962 and 1969, Why are
we not growing? An important reason is that sources of growth
have been obstructed by past Federal policy errors. Those errors
involve the tax code and its interaction with inflation, the excessive
appropriation of resources by the government, and distortions in
the use of resources by unwise government intervention in the
workings of the free market.

The fundamental tenets of small business policy are thus quite
clear. Government should promote a strong. vibrant, private
cconomy with policies that primarily relv upon free market forces
to organize and allocate our cconomic resources. Economic growth
and full emplovment must be restored while reducding inflation and
interest rates, and, at the same time, Federal impediments to the
free and efficient use of resources must be redaced or eliminated.

ERI
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The end result should be an €conomy characterized b, free and
open markets giving'all of its participants the opportunity to con-
tribute to, and share in, the high and rising standard of living such
a system will produce. '

The Economic Recovery Program

The cornerstone of our initiative for the small business sector is
our four-part Economic Recovery Program. No other set of actions
by this gov-rnment is as likely to correct the errors of the past and
have such a pervasive and lasting positive cffect on small business.
[t consists of the following:

1. A cooperative effort with the indepeadent Federal Reserve
Board to achieve a moderate and steady monetary policy to
end inflation. Our goal is to reduce high interest rates and
remove disincentives produced by the interaction of infla-
tion with the tax code.

2. A regulatory reform program to reduce the inefficiencies
and enormous costs that are holding back production and
raising prices. '

3. An incentive-oriented tax policy designed. to increase work
effort, saving, and investment.

4. A stringent budget policy designed to return resources to
the private sector for investment and growth.

Monetary policy has been aimed primarily at reducing inflation.
Our goal is a moderate and steady growth of the money supply at
rates consistent with stable prices. The excessive money growth of
the 1970°s has left us with double digit inflation. That inflation has
increased interest rates to record levels. Lenders have had to add
an inflation premium to the real interest rate in order to protect
their principal from erosion. They have als¢ had to add a risk pre-
mium to compensate for the increased uncertainty of sharp and
sudden policy changes and wild market swings such as have
occurred in the past three years.

Generally high interest levels, coupled with wide swings in inter-
est rates, have been a source of special concern for small business.
More stable monetary policy is needed to make financial markets
more predictable and to prevent discontinuities in the availability
of capital. This will resultin lower, less volatile interest rates.

Regulatory relief is needed to reduce unnecessary costs imposed by
government. Government regulations, including paperwork, have
become a major source of market interference, reducing competi-
tion and efficiency within most industries. Moreover, regulations




often have disproportionately adverse effects on small businesses,
and the result is all too frequently an unpaired ability of small busi-
nesses to compete etfectively,

Fiscal policy lras been aimed at promoting real growth. Lower
production costs and more goods on the shelves help combat infla-
tion, but the main purpose of the tax and spending reductions is to
improve the incentives to work, save, and invest. Over the vears, in-
flation has destroved incentiyes by raising marginal taX rates on in-
dividuals and businesses. thereby reducing the rewards to labor
and capital. Both the business and personal taX reductions in the
Fconomic Recovery Fax Act of 1981 (ERTA) are essential elermnents
in restoring these rowards to promote growth.

Small business w..l benefit from rae general individual tax rate
reductions and the indexing of tax brackets alter 1984, Millions of
stall businesses are partnerships, proprictorships and Subchapter
S corporations, the income from which is taxed at personal rates,
In addition, the personal rate reductions will help restrain in-
creases in labor costs, i prime concern of labor intensive small busi-
nesses. Small businesses will benefit trom other features of ER'TA
as well. Among the more important provisions will be the Acceler-
ated Cost Recovery System, the ability 1o expense limited amounts
of depreciable assets, increases in the Investment Tax Credit for
used property, lower corporate tax rates for small businesses, in-
creases in the allowance for accumuiated carnings, and sinplified
last-in-first-out (LIFO) inventorn accounting. ‘The estate tax reduc-
tion in ER'FA significantly enhances the ability of small, family-
owned enterprises to be perpetuated bevond the present genera-
tion, instead of being liquidated to meet excessive estate T1ax
obligations. Other important provisions include the expansion of
the funding limitations of the Keogh Plan and individual retire-
ment accounts (IRAs). These provisions are helpful to small busi-
ness in that they allow for increased ax deductions for the more
profitable businesses, and at the same tme generate more capital
for institutions to lend to small business.

Spending restraint is needed to return the real and financial re-
sources now being absorbed by the government to the private sec-
tor for use in investment and growth. The capital needs of the pri-
vate sector, and of small business in particular, have been squeezed
bv the growth of the government sector. The problem manifests it-
self most directly in the competition for funds in the credit market,
where the growing deficits must be financed.

Deticuts are the evidence of the deeper problem of growth of the
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public sector. When purchases and financial claims of government
increase relative to Gross National Product (GNP), it means fewer
real and financial resources are available for use by the private sec-
tor to expand capacity and production. Improving access of small
business to needed resources requires curtailing this government
preemption of the country’s work force, capital goods, raw materi-
als, and productive capacity, as well as credit. Government spend-
ing “crowds out” the private sector’s access to these resources
whether that spending is financed by taxes or borrowing.
[IL. PROBLEMS AND POLICIES OF PARTICULAR INTEREST
FO SMALL BUSINESS

Cyelical Sensitivity

Bv the very nawre of their structure, resources, and to some ex-
tent the tvpes of activities in which they participate, small firms
tend to be highly susceptible 1o the ups and downs of overall eco-
nomic activity. Small businesses have fewer resources than large
businesses to survive cyclical downturns and are more likely to fail.

Return of economic growth, coupled with substaniial moderation
of intlation expected from implementation of our economic pro-
gram, is therefore of pardeular interest to small business. In addi-
tion, reduction of the uncertainties associated with wide swings in
Federal econontic policy should result in a business climate more
conducive to formation, growth, and success of small business ven-
tures. Stabilization will pay dividends for us all but most particular-
Iy for small businesses because of their greater susceptibility to
business cvcles.
Inflation

Fer the men and women who own small businesses, inflation is a
particularly serious problem. It earns this distinction essendally by
exacerbating the other problems of small business, such as need for
capital, the cost and availability of investment funds, and increased
uncertainty concerning the nehavior of the economy and the pos-
ture of economic policies. Small businesses often are in competitive
markets where they tend to have litile control over the costs they
must pay and the prices they 2re able to charge, leaving them espe-
cially vulnerable to adverse price movements.

The economic program Hf this Administradion should provide
small business with relief from inflation in s.veral ways. First, ad-
herence to a policy of stable and limited monetary growth should
eliminate the primary engine of infladon in our economy. Second,

the improved incentives and reduced labor costs flowing from the
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reduction in Federal personal income tax rates should result in im-
proved tabor productivity, a mater of great impovtance to small
businesses given their tendency o' be labor intensive. Finatly, help
in controtting other costs of doing business will be derived from the
elimination of unnecessary and inefficient regulatory burdens.
Taken together. therefore, our poticies shoutd reduce the extent of
the inflation problem at the sanie time the abitity of smalt busi-
nesses to cope with the inflaton problem is being enhanced.

Interest Rates

interest rates are also a very serious problem for small business.
High interest rates cause severe cash flow problems which are par-
ticutarly threatening to smalt businesses, The heightened sensitivity
to high and volatile interest rates stems from the tendency of many
smalt businesses to be undercapitatized an Vor to be facing substan-
tial capital needs to finance growth, The volatitity of interest rates
assoctated with the higher levels atso works a hardship by raising
the risk associated with investment and growth. The cost of capital
1s a significant cost of production, and wide swings'in interest rates
are casily capable of producing ruinous cost structures for small
businesses. Morcover, the deductibility of interest expense is of fess
hetp to smalt businesses since they irequenty generate insufficient
income (particutarly new ones just sartng up operations) to take
futt advantage of the tax deduction.

As stated earhier, the Fev to tower, steadier, interest rates is a
consistentty tower rate of inflation. When the inflation rate is high,
interest rates are pushed up directly bv the need for an inflation
premium to protect the reat yvatue of the toaned funds. In addition,
the economic instability suggested by the presence of high rates
teads 1o a larger risk premium s well. Because interest rates are
clearty influenced by inflation, and because the rate of inflation de-
pends heavily upon the growth rate of money, major improvement
is vxpected through our policy of moderate growth of money and
credit. Short term movements in interest rates mayv cvidence e
progress at first, as was illustrated early in the summer of 1981, but
conunued easing of inflation is evidence that conditions witl im-
prove as this policy is more firmly established.

Access To Capital

There are many impediments reducing access 1o adequate capi-

N . . < . N

tal, and unfortunatety some of these widrk to the particutar detri-
ment of small business. Saving in recent vears has been depressed
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by the interaction of inflation and the marginal tax rates. Inflation
pushes taxpayers into higher income brrickets which are subject to
progressively higher rates of taxation. The result has been reduced
incentives to save and to work. Small business has suffered not only
from the general lack of saving, but also because entrepreneurs
have historically looked to family and friends to supply the equity
invesument funds used as seed capital 1o form new businesses.
When saving becomes difficult, these sources are materially
diminished.

Small businesses also operate under something of a handicap in
the competition for business funds. As mentioned earlier, small
size translates into somewhat greater vulnerability thus raising the
risk associated with any given investment in a small business. In ad-
dition, cconomies of scale tend o preclude small business partici-
pation from the more impersonal mechanisms of our financial sys-
tem. Registration requirements associated with the public issuance
of stock, for example, can only be afforded if the cost is spread
over a large number of shares. In the same vein, loans from insur-
ance companies, large banks, and other major sources of invest-
ment capital are rendered less economic by the costly information
requirements required by the prospective lenders. Access of small
businesses to investment capital is thus frequently limited to indi-
viduals and small banks which have a personal relationship with
the entrepreneur.

Unfortunately, depressed saving rates and limited access are not
the »uly problems. Tle past tendency of the Federal government
to rapidly expand its claims on resources caused either the reduced
saving rates when those claims were financed by taxation, or be-
came a direct, competing claim on available saving if financed
through deficits. That is, deficits themselves absorbed funds that
would otherwise have been available for investment, making all ac-
cess points to the flows of financial capital less able to meet the de-
mands placed upon them by the private sector. Since small busi-
nesses have had relatively few access points, their hardship has
been particularly acute.

The most fundamental policy to improve small business access to
capital is the reduction of the governmental claims on resources ex-
pressed in the drive to curtail government spending. Spending re-
straint is the key element since either high taxes or borrowing
would reduce the resources available to the private sector for in-
vestment and growth.

Understanding the implications of the deficits projected for the

-
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next “~w years, however, is somewhat more complex. The deficit
alon does not determine the amount of crowding out taking place
in the financial market. What matters is the relationship between
the deficit and the supply of savings needed to finance it. The first
thing to note. therefore, is that the recently enacted ax reductions
and the new higher Keogh Plan and IRA allowances will provide a
powerful stimulus to saving. Business tax reduction for 1982, for
example, will increase business saving; this is money that business
will not need to borrow from financial markets. Personal tax reduc-
tions should promote substantial reallocation of income fromn con-
sumption to saving, in addition to the normal saving increase from
income growth alone. Year-over-vear, there should be an increase
in total private savings from 1981 levels in excess of 60 billion
dolars.

The Economic Recovery Tax Act will improve small business ac-
cess to capital in other ways as well. For example, the amount of
earnings which mayv be 1etained in closely held corporations with-
out being penalized by the accumulated earnings tax has been in-
creased from $150,000 to $250,000. The change makes it possiblc
for the men and women who own small firms to accumulate a
farger amount of investment capital without incurring an accumu-
lated earnings tax. Another feature of ERTA is an inciease in the
maximum number of shareholders in Subchapter S corporations
from 15 to 25 plus allowance of certain kinds of trusts to be treated
as shareholders in such corporations. The provisions strengthen
the attractiveness uand utility of the Subchapter S provisions,

Sull, the pressing need among many businesses is for equity capi-
tal, not debt. Repavment burdens of large loans, regardless of
whether government or private in origin, inhibit the growth and
formation of new businesses, especially those owned by women and
minorities,

We recognize the need that small business has for new mecha-
nisms of constructive finance. We also recognize that some of the
mechanisms available, such as participating debentures, may re-
quire accommodative tax changes if thev are to be effective.

Federal economic and financial policy plavs a crucial role in
small business viabilitv. Thus, it is important that Federal depart-
ments involved in thesc areas be consistently sensitive to small busi-
ness needs. I am directing the Commissioner of the Internal Reve-
nue Service to include representatives of small business in advisory
groups which review administration of the tax svstem.

Changes in Federal policy affecting financial institutions will also

1‘1
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take into account the impact on small business needs. The trend of
Federal financial reform movements has been toward providing a
broader array of sophisticated financial services from strengthened
and modernized institutions of all types in a competitive and cost
minimizing market. These reforms should continue to insure fur-
ther gains in services for depositors and borrowers of all sizes, at
lowest possible cost, throughout the country as well as in financial
centers. The result may well Be the creation of important new ac-
cess points for small business to the flows of investment capital.

Tax Incentives

The Feonomic Recovery ‘Tax Act secks to provide incentives 1o
increase asset purchases as well as to encourage employment
growth. Small business has less than one-fourth of total business as-
sets, but employs over one-half of the work force. Asset-based tax
incentives wiid provide some direct economic stimulation to small
business. '

As noted carlier, general reductions in the marginal personal in-
come tax rates and tax indexing will be beneficial for small busi-
nesses. Since most small firms are labor intensive, their cost struce-
tures should benefit as the impact of the tax reduction helps
restrain increases in labor costs. By reducing, it not eliminating,
bracket creep. indexing will also moderate employee wage de-
mands. Improvements in wage cost pressures will be realized by big
businesses as well, but the labor intensive character of small busi-
nesses means this provision will be even more important in their
case.

Sniall business will also benefit from the Accelerated Cost Recov-
ery Svstem included in ERTA. The direct share of this benefit go-
ing into small business, while important, may be relatively small
since these firms use less depreciable property per dollar of sales.
On the other hand, to the extent small businesses are suppliers to
large capital intensive firms (and in many cases are producers of
depreciable assets themselves), the capital investment favoring pro-
visions of ERTA should improve the market and profit positions of
major parts of the small business sector, e.g. firms in the construc-
tion industry.

Within ERTA there is also an extensive list of special provisions
targeted specifically to small business. Small businesses will benefit
from the lower tax rates on the two lowest income brackets, the
simplification of LIFO inventory accounting, the increased allow-
ance for accumu.ated earnings, more liberal treatment of stock op-

ERIC

Aruitoxt provided by Eic:




ERI

tion plans, the liberalization of Subchapter S provisions, expanded
expensing of depreciable assets, the targer allowance for the invest-
ment tax credit on used property, and the expanded funding al-
lowances on Keogh plans and IRAs. And family owned and closely
held small business owners are assured of continuity of ownership
through the liberalized estate and gift tax laws. The aggregate
amounts of the tax relief afforded by these tax provisions can in-
volve significant reductions in marginal tax rates and thus provide
powerful incentives for growth and development.

Regulation

Major increases in business regulation began during the last dec-
ade. The Occupational Safety and Health Act, the National Envi-
ronmental Protection Act, the Employee Retirement Income Secu-
rity Act, and others, have served important national objectives but
have also introduced distortions in the operations of the free mar-
ket, impeded competition, and increased costs of the regulated
businesses. Most of these regulations have stipulated the same com-
pliance requirements for small business as for large corporations.
The relative burden is much greater, however, because compliance
costs cannot be spread out over larger quantities of output. In
short. small business has found itself at a competitive disadvantage
because of the existence of efficiencies of scale in regulatory
comphance.

The problem is a particularly difficult one. Ont the one hand,
regulations frequently address important social objectives which
cannot be dismissed lightly. On the other hand, their application to
small business is frequently of only marginal importance to the so-
ciab objectives involved, or they are applied in ways which are nap-
propriate in a small business context.

Nevertheless, difficult as the job may be, this Administration is
committed to a major effort in regulatory reform. The problem
has been approached with a two-pronged effort: regulatory relief
and use of regulatory flexibilitv. So far regulatory relief has been
the major policy tool. During this first vear, regulatory relief has
been acuvely pursued in every regulatory agency and the number
of new regulations issued has been significantlv reduced.

The Presidential Task Force on Regulatory Relief has an-
nounced a number of existing regulations for in-depth Federal
agency review which are considered by small businesses to be most
onerous, Agencies will be expected, following their review, to pro-
pose changes in these regutations in order o lessen the regutatory
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burden on America’s small businesses. It also is timely to accelerate
the review of all existing regulations imposed on the business sec-
tor to determine whether maximum flexibility is being provided to
accommodate the uniqueness of small businesses. Legistation en-
acted by the last Congress, the Regulatory Flexibility Act, provides
the mechanisin for undertaking chis effort. The objective will be to
assure that existing regulations do not unnecessarily impede
growth and devilopment of small bucinesses. At the same time, we
will keep in place those regulations that are beneficial to
society—such as health and safety in the work place, »nd a healthy
environment,

Full utilization of the provisions of the Regulatory Flexibility Act
will be a principal theme of our regulatory reform eftorts over the
next three years. I will direct each Federal depar[m(n[ and agency
to accelerate the time for completion of the review of existing reg-
ulations as speafied in the Regulatory Flexibility Act from ten to
five vears.

chuld[m\ flexibility mayv not be adequate to deal with the
regulatory rehef efforts that we have already ldumhc(l in the arcas
of banking and finance. It is important that the interests of small
business be given special attention. I am directing the Controller of
the Currency and asking the Chairs of the Federal Home Loan
Bank Board, the Federal Deposit Insurance Corporation, and the
Federal Reserve Board to follow the Regulatory Flexibility Act
guidelines for assessing the small business impact of their propos-
als for changing our financial institutions,

The Securites and Exchange Commission has already estab-

lished an admirable record of proposing regulatory reform that-

will allow small business men and women to meet their cquity capi-
tal needs more cheaply and easily through the issuance of equity
securities. 1 encourage them to continue their activities.

In summary, four economic problems plague small business, cv-
clical sensitivity, inflaton, interest rates and access 1o capital. We
addressed these problems with our ftour part economic recovery
program: Federal spending cuts, tax reforms. regulatory reliet and
stable monetary policy. The results are beginmng to show—sub-
stantial decline in inflation, a start toward long-term dechine in in-
terest rates and increases in savings to expand the supply ot capi-
tal. This 1s not the time to deviate from our program. We are
breaking the back of stagflanon. We have a solid cconomic pro-
gram and we reject pleas tor "quick fixes™ like those used in the
past. Our program will pull us out ot this stump and put ns on the
road to prosperity and stable growth by the latter halt ot this year.

o Iy 14
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Antitrust

Small businesses rely upon the free functioning of markets to
compete and prosper. Our antitrust laws—the Sherman and
Clayton Acts—protect the competitive markets upon which our
free enterprise system is based. The abitity of our economy to re-
main free of illegal and anticoinpetitive practices is properly a ma-
jor concern of small business.

Frequently, levels of concentration are considered an inverse ba-
rometer of the health of competition and the smalt business com-
munity. The concentration problem, however, may be somewhat
less than meets the eye. One type of concentration, aggregate con-
centration (the extent to which productive assets, across all indus-
trics, are held by a limited number of firms of large size), has not
been adequately documented because the statistics are less than
perfect reflections of the exercise of control oyer establishments
across industrial groupings.

Another type of concentration, market, or industrial, concentra-
tion (the extent to which total sales of a particular industry are con-
centrated in several or a few producers), may occur naturally
where producers find economies of scale in production, distribu-
tion or marketing. History also reveals that market concentration
has waxed and waned in many industries depending upon develop-
ments in technology.

There are numerous weaknesses in the statistics bearing on the
concentration question, For one thing, they vary tremendously
from industry to industry; the service sector is highly unconcen-
tratedt but growing, while the manufacturing sector is more con-
centrated and shrinking (as a share of GNP). Generalizations about
market power arce therefore quite difficubt. Existing statistics on
concentration ratios also tend to focus on manufacturing, ignoring
the service, construction, and other sectors where small businesses
precdominate.

At the theoretical level it is also legitimate to question whether
concentration ratios are, in fact, reasonable indicators of the de-
gree of market power being wielded by the participants. Market
power is, after all, determined by the availability of acceptable sub-
stitutes, barriers to entry, and the practical geographic limits of the
market area. The sole dry-cleaner in a small remote town, for ex-
ample, could conceivably exercise more market power than a major
auto manufacturer facing international competition. In the final
analysis then, it must be recognized that concentration ratios tell us
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very little about the competitiveness of the markets within which
small businesses operate.

Antitrust policy in general, and particularly merger policy, is the
specific context in which the Federal government protects the
economy from illegal combinations of market power. The interests
of small business are best served by an economically sensible and
clearly stated merger policy that carefully examines each specific
transaction, and inhibits those transactions that clearly threaten to
restrain competition. The Auorney General will vigorously prose-
cute anticompetitive behavior—including, where appropriate, the
use of criminal sanctions—to protect competition and chminate ar-
tificial barriers to entry. To the extent that Federal antitrust en-
forcement can influence competition, this Administration will use
its enforcement powers consistently and without hesitaiion,

‘This Administration also recognizes that there is a vanety of eco-
nomic and governmental factors which contribute to the competi-
tive capability of small business and perhaps influence the levels of
concentration observed in the economy. Tax, regulatory, and fiscal
policies appear particularly critical, and are arecas over which the
Federal government has major influence. Our primary mission in
restoring a healthy economy and the premium for hard work and
entreprencurship, is to ensure that the unconcentrated small busi-
ness $eclors GIn continue 1o grow.

Research and Development, und Innovation

Innovation by independent, small firms is central to a natural re-
duction of industrial concentration. The Federal government is the
largest single purchaser of industrial research and development in
our economy. Until recently, government purchased more research
and development than all other buyers combined.

In its pursuit of efficiency in research and development procure-
ment, the government has gradually concentrated its purchases in
larger firms and universites. As government budgets have become
tighter, procurement officers have found it more immediately effi-
cient to spend research and development funds in fewer large con-
tracts rather than many small contracts. At a minimum, we need to
assure that the internal efficiency achieved by such procurement
practices are justified since the continuation of these practices will
inevitably lead to increasing market concentration, at least among
suppliers of contract research and development. Last fall, I indi-
cated my support for Senate Bill 881, the Small Business Innova-

O
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tion Research Act, as it was passed by the Senate. I call upon Con-
gress to pass this Bill for my signature this year.

For small business firms, cash availability is a serious limitation
on the amount of research and development they can undertake.
The Economic Recovery Tay Act provides an incentive for re-
search and experimentation by allowing a 25 percent tax credit for
certain rescarch and experimentation expenditures in excess of a
three-year moving average base period. The credit will be in addi-
tion to the immediate expensing or 60 month amortization of re-
search and experimentation expenditures permitted under present
law. Thus, small businesses” ability to finance their own programs
should be materially improved. '

[ have also requested the Attorney General o examine antitrust
faws to ensure that they do not incerfere with the ability of patent
and copyright holders. including those in the small business sector,
to reap the proper rewards for their innovative contributions,

Federal Procurement

The phrase "industrial policy™ has come to mean some form of
elaborate industrial planning. But our industrial policy is one of es-
tablishing and maintaining competitive markets. We remain con-
vinced that this policy will encourage and support the viable small
business sector of our economy. Consistent with this philosophy,
the Administration is taking steps to encourage competition in the
Federal sector.

Government Policy of Not Competing with Private Industry. The Ad-
ministration has made a major priority the policy of withdrawing
wherever possible from competition with private industry in pro-
viding goods and services to be used by the Federal government.
Activities of all departments and agencies are being examined to
see which can be converted to the private sector. For instance, in a
review of 440 activities conducted by military departments, it was
found that 264 of these, or 60 »ercent. could be turned over to pri-
vate enterprise. As these and other requirements are filled by the
private sector ra.her than government itself, a principal beneficiary
will be small business.

Prompt Payment on Government Contracts. The Administration is
taking action to ensure that payments are made promptly to Feder-
al contractors. Small business contractors are least able to wait for
payment and will gain the -nost from prompt payments by the gov-
ernment. Accordingly, we have directed that all government con-
tracts contain clear and specific instructions as to the procedure to
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be followed to obtain prompt payment. Further, contracts must
now state precisely when the contractor can expect to be paid. Ad-
ditienalty, one of the criteria we will be using to evaluate Federal
employees who are involved in the payment process wilt be their
performance in paying government vendors promptly. Again, the
Administration strongly believes that Federal contract payments
shoutd be made on time. Also, we agree with the basic concept of
authorizing through taw the payvment of penalty interest when the
government unreasonably delays payment of a bitl.

Export

Export trade plays a vital role in our economy. In part, it brings
sociat benefits of our society’s technology to other nations of the
world and it atso benefits our people with increased employment
and returns to investment and helps pay for our imports. Unfortu-
natety, small business has not participated in this activity to the
fultest possible extent. Thus, our existing foreign trade promotion
efforts must be more conscientiousty targeted to small businesses to
assist them in access to foreign markets. I am directing the Depart-
ment of Commerce in cooperation with the Smatt Business Admin-
istration to emphasize programs that encourage export promotion
among smatl businesses.

Equal Business Opportunity

This Administration is comnmitted to pursuing unrestricted ac-
cess for all business persons to all segments of the economy. Clear-
Iv, women and minority community members represent the largest
underutilized resource of economic activity in our nation today.
We are committed to unlteashing this potential by removing barri-
ers to their participation in business ownership.

Capital availability for women and minority entrepreneurs con-
tinues to be a significant probtem. This problem is being addressed
at least partiatly by the Federal Trade Commission’s recent actions
to strengthen enforcement of the Equal Credit Opportunity Act.

Success of minority and women-owned business is dependent
upon access to resources and knowledge of business management
methods. The government has traditionally assisted minority and
women business owners with management and technicat assistance
to help overcome social and prejudicial barriers.

In recognition of the importance of the minority business assist-
ance programs, we have increased the program levels for SBA's
Minority Smatl Business program and the Commerce Department’s

o 2, 18
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Minority Business Development Agency for fiscal vear 1982 as
compared to fiscal vear 1981, In addition, we are proposing to
Congress that these program levels be maintained in fiscal years
1983 and [984. This includes activities such as {inancing for
Minority Enterprise Small Business Investment Companics
(MESBICs). In addition, the SBA will direct a larger porton of its
guaranteed loans ioward minority business owners.

We mtend to expand the level of services delivered to the minor-
ity business commnunity by improving the quality and effectiveness
of service. To accomplish this, the Cabinet Council on Commerce
and Trade is reviewing all govermment assistance programs for mi-
nority business to determine how thev can be made more efficient
and effective.

This Administration is dedicated to the svstematic elimination of
regulatory and procedural barriers which have unfairly precluded
women from receiving equal treatment from Federal activiaes,
including those activities affecting the opportunities of women in
business. The Attorney General is systematically reviewing Federal
laws and regulations in order to identify gender-based discrimina-
ton. He shall, on a quarterly basis, report his findings to me
through the Cabinet Council on Huma® Resources. The Task
Force on Legal FEquity for Women, which I created recently by Ex-
ecutive Order, will then be responsible for implementing changes
ordered by me.

I addition, we will ensure that the Women's Business Enterprise
program in the Small Business Administration remains an effective
and vital force advocating on behalf of present and potential wom-
en businesss owners. Also, the Office of Women'’s Business Enter-
prise will emphasize equal credit opportunity for women business
OwWners.

Small Business Data Base

Finallv, it 1s apparent that the small business sector remains
poorly documented in statstical data. Existing Federal data de-
rived from administrative records and data collection agencies are
simply not adequate for policy analysis and decision making. Yet,
we are committed to reducing the paperwork burden of small busi-
nesses and therefore reject any proposal to add data collection
mechanisms to those currently in existence. At the same time, ex-
isting Federal data may be better organized and coordinated
among agencies to help build a data base more suitable for small
business policy making. To this end, the 'proposal for Federal
agencies to compile statistics on business size on a comparable basis

Q . o
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will enbance analyses of the small:business sector. We are planning
for agencies to provide business size data on this uniform basis.

Analysis of the small business sector would also be furthered by
sharing of selected data among statistical agencies, and we are ex-
amining wavs of accomplishing this within the constraints of pri-
vaey and confidentiality requirements.

SBA's data base, which is drawn from commercially available
data, places no additional paperwork burden upon small business,
allows maintenance of confidentiality commitments to small busi-
ness, and provides polieyv relevant data. Fhus, this data base must
be continued and we have given it priovity in our 1983 budget pro-
posals. T ant asking the Congress to enact my budget proposal for
SBA's small business data base. Also, I am requesting the SBA to
increase the resources allocated to this work and to include minori-
tv and women owned business data within its data base.

[V.OSUMMARY AND CONCLUSIONS

In conclusion, the imporamee of the small business sector cannot
and should not be ignored. For me, small business is the heart and
soul of our free enterprise svstem. ‘The small business sector has
plaved, and continues to plav, an important part in providing inno-
vative drive and employment growth in the American economy. To
help small business realize its full economie potential, this Adminis-
tration is pursuing an economic policv aimed at getting the Ameri-
can economy growing again, together with programs designed to
assure unrestricted access by evervone to economic resources and
markets.

The essential parts of such an economic program are already in
place. An eftective mechanism for achieving regulatory reform has
already been established. A policy of stable, moderate, monetary
restraint must be followed. A fiscal poliey calling for budgetary re-
straint coupled with important new tax incentives for work, saving,
and investment is being put into practee. Morcover, within the
context of this four part program, the major problems of particu-
lar interest to small business are being effectvely addressed. These
problems range frominflanion, high interest rates, access to capital,
and regulation to research and development. export and equal
business opportunities.

This statement and the following report are the first presented
to Congress as required in Tide T of Public Law 96-302. It has
been prepared to meet both the letter and intent of the law and
provide a comprehensive description of the state of small business.

\ 1 DR
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It is hoped the report will establish a spirit of cooperation with
Congress to assist us in jointly pursuing economic growth and pros-
perity through our mutual recognition of the importance of small

(R s, Rhrgoe

business in America.

THE WHITE HOUSE,
March, 1982
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LETTER OF TRANSMITTAL

U.S. Smal! Business Administration

" Washington, D.C., February 25, 1982

- Mr. President:

The United States Small Business Administration herewith sub-
mits its 1982 Report on Small Business and Competition in accord-
ance with the provisions of the Small Business Economic Policy Act
of 1980. The Report was prepared by the Small Business Adminis-
tration with the assistance of the Council of Economic Advisers.

Sincerely,

Donald R. Templeman
Acting Administrator
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INTRODUCTION

Public Law 96-302 requires the President to report annuatty on
the state of small business and competition. This is the first report
under that mandate. As the first report, it concentrates on setting
out the most recent and relevant evidence describing small busi-
nesses, including how many there are, where they are, and who
owns them. The report describes changes in the economy and the
smalPbusiness sector, and details the impact of Federat policy on
smatll business.

Appendix A contains tables and charts which graphicatty de-
scribe the state of small business. The remaining appendices detail
data coltection efforts, describe progress being made by minority-
owned and women-owned businesses, anglyze the impact of tax
and securities taws on smatt business, and: provides information on
Federal agency small business offices.

Further informaton about small business is avaitable from the
Smalt Business Administration in two publications: -Economic Re-
search on Small Business: The Environment for Entrepreneurship and
Small Business and Selected Abstracts of Completed Research Studies.

ACKNOWLEDGMENTS: Many people participated in the planning,
writing. and review of The State of Smaqll Business: A Report of the
President. The President’s statement was prepared by the Smatt

_Business P()chy Working Group of the Cabiret Councit on Com-

merce and Trade. The Annual Report on Small Business and Compeli-

tion of the U.S. Small Business Administration was written under the

glud(uhhzmd Ieddershlp of Frank S. Swain, Chief Counsel for Ad-
vocacy, The task was accomplished under the generat direction of
Thomas A. Gray, Acllng Chief Economist dnd Senior Editor.
Sheryl Swed was managing-editor’ and senior writer: Bruce D.
Phillips was primarily. responsible for writing Chapters, I and II,
including' the respective appendix tables, with assistance from
William Whiston, Alice Cullen and David Hirschberg. Charles Ou
had responsibility for devetoping Chapter I11I. Chapter IV was
coordinated by Charles Cadwell with assistance from Doris Freed-
mari. Expért editorial assistance was contributed by Wittiam
Scheirer, Tony Robinson, Alice Culien, Gyneth Jones, Douglas
Fitzgerald and Nancy Ing. Bruce Phillips developed the Data Base
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Appendix, with the assistance of Condee Harris of the Brookings
Instituion. David Hirschberg had primary responsibility for the
Minority-Owned and Women-Owned Appendix. Gerald Feigen
wrote the Securudes Appendix. The Tax Appendix was developed
by Robert Bolle and George Guttman., William Scheirer wrote the
Procurement Appendix. Guy Steuart wrote the Federal Small Busi-
ness” Offices Appendix. Primary staft assistance was provided by
Joyee Fvans, Kim Beverly, Roxi Prince, Revella Richards, Lynda
-Chaplin, Patricia Pinkett, and Harriete Lvles, with assistance from
Jackie Vienne, Anita Hart and Elaine Delaney.

Representatives of several other agencies participated in review
of the annual report. In particular, Dan J. Smith, White House
Senior Policy Adviser in the Office of Policy Development, and
Allen Parkman, Senior Economist, Council of Economic Advisers,
provided consistent support.
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CHAPTER |

Small Business in the U.S. Economy

This chapter presents the most current information available on
the status of small business and attempts to show how small busi-
ness is often defined, how small firms are counted, and how they
are distributed by industry and location. »

Inadequate data on the small business community has been a
tong-standing concern to those who recommend or set policy for
this important sector of the Nation’s economy. In order to provide
more intormation, Gongress authorized tbe Small Business Admin-
istration (SBA) to prepare a Small Business Data Base. Chapter I of
this report describes the existing data sources SBA has used for
many years and explains how the Agency approached the chal-
lenge of developing a new data base. In addition, the concept of in-
dustry concentration is discussed in the chapter, using small firm
shares of total industry employment or sales as measures of con-
ceritration. ‘'The concept of small business productivity and the in-
adequacy of this measure in determining the full contribution of
small business to the Nation’s economy is also included.

The chapter contains five sections:

Section 1 addresses the problems in defining small busi-
ness, including drawing a distinction between “establish-
ments” and “enterprises,” and identifies the use of this
concept in data collection by various Government agencies.

Section II is a discussion of the major sources of compre-
hensive business information in the United States. In par-
ticular, the strengths and limitations of each of the major
sources are observed and available data on sales, employ-
ment, and assets are contrasted with other information.

Based on the definitions of Section I and the data sources
outlined in Section II, Section II1 attempts to define the
number of small businesses in the United States according
to the various data bases. In particular, alternative defini-
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tions are given using either employment, assets, or sales as
a criterion.

Section IV refines the information presented in Sections 1
through I to an industry-specific basis. Data are pres-

. ented on economic concentration at the state tevel. In ad-
dition, there is discussion of the productivity of larger
versus smaller businesses.

Section V summarizes the main topics of the chapter.

SECTION L. MEASUREMENT OF THE BUSINESS
POPULATION

An Querview

At the time of the founding of our country, virtually all business
was carried out by smalt businesses. By one definition or another, a |
straight count of businesses would indicate that about 99 percent
are stilt small. What has changed, however, is the share of total
business associated with business entities in varying size groups.
Over the course of time, the business community in the United
States has evolved into what some have called a dual system or even
a dual economy; that is, an economy of two separate sectors com-
posed of a smalt number of targe corporations and a large number
of smalt businesses. In general, adequate statistics are collected on
the smalt number of targe corporations, but not on the targe num-
ber of small businesses.

Of the approximatety 14.7 miltion businesses that fited tax re-
turns in 1977 (the latest period for which detailed data are avail-
abte), basic statisticat informaton is coltected on tess than one-half,
or about 5.6 mitlion businesses. There is much tess information
available on the remaining 9.1 mittion businesses, which comprise a
significant part of the small business sector. The chart below shows
the number of businesses on which data are coltected.

|

Total business tax returns fited in 1977 ... .. 14.7 miilion
Businesses on which detaited

information is avaitabte ........... .. 5.6 mitlion
Businesses on which detaited

information is not avaitable .. .. ..... 9.1 million

Of the 5.6 million firms, there are roughly 10,000 that operate
on a national basis with more than 415,000 subordinate establish-
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ments or places of business. These firms produce more than 62
percent of the country’s total output of goods and services (GNP),
and employ 44 million people, or 53 percent of the non-
government American workforce.! Data on these 10,000 larger
firms are readily available because almost all of them issue stock
thatis publicly traded. To keep the investing public fully informed,
such publicly-traded companies must file quarterly statements with
the Securities and Exchange Commission (SEC).

With the exception of the 10.000 enterprises mentioned above,
most businesses can be identified as smaller businesses. Those
firms with employees produce 38 percent of the country’s total out-
put of goods and services (GNP), and employ 37 million people, or
47 percent of the non-government American workforce. These
businesses utilize space and capital equipment to produce and dis-
tribute a diverse array of goods and services for the American pub-
lic and for export around the world. Data about this smaller business
segment of the American economy are produced by a variety of
public agencies on a periodic basis. These include the Internal Rev-
enue Service (IRS), Bureau of the Census (Census), Bureau of La-
bor Statistics (BLS), Departmerit of Agriculture (DOA), and other
agencies. Thus, Government data provide detailed information on
this particular segment of the business community.

However, very little informadon is collected on 9.1 million of the
smallest businesses. Although these businesses file tax returns, di-
rect access to their individual IRS records is prohibited. Further,
these 9.1 million businesses are not surveyed on a regular basis by
any Government agency.

To derive consistent measures of the small business sector of the
United States economy, publicly available statistics from the IRS
are compared with other established data sources from the Census
Bureau and from the commercially available credit listing service
maintained by Dun and Bradstreer, Inc.?

' The hasic source of the enterprise and establishment data is the Small Busi-
ness Data Base. As described in more detail in the text, microdata (data on indi-
vidual firms) are developed and maintained by the SBA and are hased on the
Dun and Bradstreet Market Edentifier (DMI) File. The source of the output fig-
ures is "Gross Product Originating in Small Business: Preliminary Estimates for
1963 and 1972, and “Gross Produet Originating in Small Business: Preliminary
Estimates for 1976 and Revised Estimates for 1972 and 1963.” prepared for the
SBA_ Office of Advocacy by Joel Popkin and Companv, December 1980,

?Due to legal restriction on access to individual firm records at IRS and Cen-
sus, SBA relies on the husiness listing file of the Dun and Bradstreet, Inc. f()r"
data on individual firms. The confi‘tentiality of such datwa is, of course,
maintained.
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Enterprises Versus Establishments: The Need for Enterprise Data

The most important distinction in smalt business discussions is
the distinction between enterprises and establishments. Many
counts of smalt businesses overlook this difference. Enierprises are
businesses that are separately owned and operated. An establish-
ment is the smattest unit in which business activity is conducted and
on which statistical information is coltected. Establishments may be _
branches of targer firms. Such branch establishments differ from
separatety-owned businesses of simitar size in purchasing power,
advertising coverage, management and controt systems, technical
resources, and access to capital and credit.? Because of these differ-
ences branch establishments should be defined and discussed as
part of the larger parent firm.

Most very smalt businesses are singte establishments. As the size
of a business increases to about 100 employees, the number of es-
tablishments increases to two establishments per enterprise. For
companies with 1,000 or more employees, the ratio is 100 establish-
ments per company. (Sce [ables At t and A1.27)) Clearty, none of
the establishments owned by very targe firms can tegitimately be
considered small businesses.

To study connections between firms and establishments, it is nec-
essary to have access to data on individual establishments and
firms. Such data are considered confidential and are not reteased
by Government sources. Comparisons, however, can be made using
the SBA Small Business Data Base which contains microdata or
data on individuat firms.*

The distinction between ownership and tocation is very impor-
tant in assessing the small business community for policy targeting.
The Smatt Business Data Basc is designed to make this distinction.
Using 100 employees as the definition of a smalt establishment or a
small enterprise, atmost 49 percent of the employees in all indus-
tries listed in the Smalt Business Data Base are employved in small
establishments, whether owned by small or farge enterprises. (See

*This enterprise-establishment relationship is complex. The degree of control
exercised hy the parent can vary considerably, as can the degree of support pro-
vided to subordinate establishments. .

*The microdata hase consists of specific information on 3.7 million individual
companies and 4.7 million individual establishments. It also lists sales and em-
ployment data. For a detailed description of the data base, see Appendix B, “The
Small Busines, Data Base and Other Sources of Business Information: Recent
Progress.”

40

1o 34

Aruitoxt provided by Eic: N




- Table 1.1.) The remaining 51 pengent of the employees are in large
establishments owned by large enterprises. However, over 15 per-
cent of the work force is employed in small establishments owned
by large enterprises. In conventional establishment-based statistics
this 15 percent of total employment, which is approximately 15
million workers, is generally reported as belonging to the “small
business sector™ when in fact these workers are employed in
branches of large businesses.

Industry employment may also be determined ftor establishments
and enterprises from SBA's Small Business Data Base. As
illustrated in Table 1.1, data show that manufacturing is an indus-
try m which most of the employment is in large establishments
owned by large enterprises. Constr ion is an industry in which
most of the employment is in sm . establishments owned by small
enterprises. Finance, insurance, and real estate comprise a category
in which employment is divided rather evenly among large estab-
lishments owned by large enterprises, small establishments owned

Paste bl —Dastribution of Employment in Small and Large Enterprises by Industry
Diviseons, 1978

[Percent)
Small Small Large
Establishments Establishments Establishments
Owned by Smal! Owned by Large Owned by Large
Industry Division Enterprises Enterprises Enterprises
Total 332 15:5 513,
Agriculture, forestry, Fishing 69.8 12.9 17.3
Mining 23.9 233 52.8
Construction 65.4 1.0 24.6
Manufacturing 147 109 74 4
Transportation, Communication,

Utilities 209 19.2 59.9
Wholesale Trade 69.3 16.0 14.7
Retail Trade 54.5 20.3 25.2
Finance, Insurance, Real Estate 333 28.2 38.5
Services 31.0 14.6 54.4

Note: 100 employees has been used to define a small enterprise in this table. As discussed in
more detail in this chapter, employment is the most common variable ysed to define the number of
small businesses, principally because it does not have to be adjusted for inflation.

Sources: Small Business Data Base tabulated by Brookings Institution from Dun and Bradstreet Market
Identitier File. .
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by small enterprises, and small establishments owned by large
enterprises.

Geographic analyses are comphcated by problems.in data collec-
tion. Because of the difficulty in trackmg the ownership of estab-
lishments, most Government agencies collect data on individual es-
tablishments. This behavior is exhibited by the Bureau of the
Census in its annual County Business Patterns series, and the Bu-
reau of Labor Statistics in its Employment and Earnings series. (See
Section I1.) In addition, because establishments may not be in the
same city, county, or state as the parent enterprise, most regional
business studies use establishment data. County Business Patterns
is the most frequently used source for regional studies of business
size. The microdata base of the Small Business Administration is
the only small business research file that has the capacity to analyze
both enterprises and establishments by geographic location. In this
file each individual establishment is traced to its parent entei prise,
as shown in Table 1.1.

Knowledge of the considerable number of small establishments
owned by large enterprises is valuable in assessing the state of the
American economy. It is important to note that many small estab-
lishments belonging to large enterprises participate in Federal pro-
grams originally intended for small businesses. For instance, urban
revitalization programs tend to replace small firms with branches
of large enterprises.® Industrial revenue bonds originally intended
to assist small businesses are often utilized by small establishments
of large firms.® Thus a large firm is able to participate through its
bianches in programs originally intended for small business.

A further problem exists with bank loan data which are impor-
tant in research on the availability of credit to small business. Such
loans are classified by the size of the loan, not the size of the enter-
prise. Consequently, small loans to branches of larger enterprises
are indistinguishable from small loans to small companies. Changes
in reporting methods are necessary if the role of small business is
to be assisted as originally intended by the authors or originators of
Government programs and policies.” '

s Cambridge Systematics. Inc., Impacts of Downtown Revitalization Projects on
Small Business (Small Business Administration, September 1981).

SNew York Times, January 21, 1982.

7This is particularly important in meeting the intent of Titie 111 of the Small
Business Economic Policy Act of 1980, P.L.. 96-302.
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" Proprietorship, Partnership, or Corporation: Full-time Versus Part-time

Businesses

“In general, tax return data may give an overstated impression of
the total number of functioning small businesses. Table 1.2 shows
11.83 million proprietorships, 1.1 million partnerships, and 2.2 mil-
lion corporations. However, of the 11.3 million proprietorship re-
turns filed with the IRS in 1977, over half, or 55.1 percent had
gross receipts of less than $10,000 and thus can be considered less
than fr -1 e enterprises. (See Table 1.3.) These part-time busi-
nesses, while difficult to distinguish, are numerically very signifi-
cant. Because many of these firms are not surveyed by the Bureau
of the Census, little additional information exists in Federal and
private data files on them beyond a name, address, and sometimes
a telephone number. Therefore, it is difficult to assess the role of
such businesses in overall studies of concentration in the economy.®

SECTION II. MAJOR SOURCES OF DETAILED
BUSINESS INFORMATION

There are three major sources of business information for enter-
prises: the Statistics of Income series from the [RS, Enterprise Sta-
tistics from the Census Bureau, and the Small Business Data Base
from the Small Business Administration. The following is a sum-
mary of Table 1.2 that indicates the variance in coverage of these
sources:

® Statistics of Income (IRS): 14.7 million businesses
® knterprise Statistics (Census) 5.6 million businesses
® Small Business Data Base (SBA): 3.7 million businesses

While the above data include all sizes of businesses, it is impor-
tant to understand why the differences among the series are large.
This information will be particularly useful when the number of
small businesses in the United States is defined from these
alternative sources in Section I11. Some of the basic coverage dif-
ferences in these three major population data files are outlined
below.

The SBA Office of Advocacy is augmenting the 4.7 million establishment
Small Business Data Base bv 2.5 million names from matling list sources to study
these part-time businesses in greater detail.
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TasLE 1.2—Enterprises or Taxpaying Units in Selected Data Series by Industry Divisions
Statistics of Income (1977)

Industry Division (SIC)

Agriculture, Forestry, Fishing (01— 09)
Mining (10~ 14)
Construction (15-17)

Manufacturing (20— 39)

Transportation, Communications, Utilities (40— 49)
Wholesale Trade (50~51)

Retail Trade (52~ 59)

Finance, Insurance, Real Estate (60— 69)

Services (70~ 89)

Not Allocable

Total

Sources: Department of Commerce, Bureau of the Census, 1977 Enterprise Statistics, General Report on Industrial Organization, Table 3; Small Business Data Base tabulated by
Brookings Institution from Dun and Bradstreet Market identifier File. Department of the Treasury, Intemal Revenue Service, 1977 Sole Proprietorship Returns, Table 1.1; 1977 Part-

Enterprise  Small Business>

Statistics Data Base Sole
(1977) (1978) Total Proprietorships  Partnerships Corporations
98,578 3,363,816 3,177,180 121,042 65,594
22,358 25,396 112,333 71,151 21,966 19,216
1,190,789 540,749 1,278,034 994,072 69,217 214,745
296,146 337,223 483,273 224,128 27,996 231,149
129,081 487,374 385,322 16,837 85,215
293,522 373,834 574,221 307,245 29,379 237,597
1,776,253 1,164,650 2,459,053 1,862,406 163,832 . 432,815
262,332 1,804,250 894,941 476,390 432,919
2,010,738 805,033 4,045,562 3,302,537 226,638 516,387
132,985 126,634 101 6,250
5,589,806 3,736,876 14,740,901 11,345,616 1,153,398 - 2,241,887

nership Returns, Table 1.3 and 1977 Corporation Income Tax Returns, Table 1.
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TasLE 1.3—Sole Proprietorships by Size of Business Receipls
[Number]

Agriculture,
All Forestry, Other
Size of Business Receipts Industries Fishing Industries

Total 11,345,616 3,177,180 8,168,436

Under $2,500 3,286,039 1,020,799 2,265,240
$2,500 under $5,000 1,488,848 452,572 1,036,276
$5,000 under $10,000 1,480,824 412,882 1,067,942
$10,000 under $25,000 1,987,109 570,481 1,415,628
$25,000 under $50,000 1,294,447 358,086 936,361

$50,000 under $100,000 946,765 236,607 710,158
$100,000 under $200,000 526,868 89,120 437,748
$200,000 under $500,000 260,750 28,008 232,742
$500,000 under $1,000,000 53,111 4,781 48,330

$1,000,000 under $2,000,000 15,606 3,060 12,546
$2,000,000 under $5,000,000 4,378 623 3,755
$5,000,000 under $10,000,000 663 119 544
$10,000,000 or more 208 42 166

Source: Department of the Treasury, internal Revenue Service, 1977 Sole Proprietorship Returns,
Table 1.3.

Internal Revenue Service Statistics of Income

IRS data furnish the most comprehensive measure of the num-
ber of businesses even though the data have important shortcom-
ings. The IRS Statistics of Income Program provides detailed in-
formation by industry on the business population. These estimates
were based on a sample and developed to supply information on
the total number of business tax returns filed.® Unfortunately, IRS
and Census Bureau data are published two to four years behind
the current calendar year.

The 1979 estimated total tax returns for all businesses is 16.2
million. This includes 12.3 million proprietorships, 1.3 million
partnerships, and 2.6 million corporations. Because the latest IRS
detailed statistics are for 1977 and show 14.7 million businesses in
total, the IRS figures for 1977 are used for all analyses in this re-
port. (See Table }1.2.) For comparisons of 1977 and 1979 data, see
Table A 1.2,

YRobert A. Wilson and John DiPaolo, “Statistics of Income: An Overview,” Sta-
tistics of Income and Related Administrative Record Research (Washington: Govern-
ment Printing Office, October 1981).

’1‘1
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Census Bureau Enterprise Statistics

Periodically, the Census Bureau conducts an economic census to
survey the Nation's industrial and business activity. Beginning in
1967, an Enterprise Statistics survey has been conducted at five-
year intervals for years ending in "2" or *7". The 1977 survey cov-
ers the following economic sectors: mining; construction; manufac-
uring; trade; and legal, medical, and selected services. Sectors
excluded from the survey are agriculture, forestry, and fishing;
transportation, communications, and utilities; finance, insurance,
and real estate; and the remainder of the service industries. Be-
cause Enterprise Statistics omits a number of sectors, the data in
this series must be supplemented by other sources. Therefore, in
Sections IIT and IV, Census data are compared with enterprise
data from the Small Business Data Base which covers all industries.

Basically, the IRS Statistics of Income and Census Enterprise Sta-
tistics are obtained from the same source. The names and ad-
dresses used by the industrial censuses of business are obtained
from the IRS business tax reports described above. However, En-
terprise Statistics differ in their coverage and scope from the Sta-
tistics of Income, and their definttions of enterprises differ.

‘The same basic sources of information are used for Enterprise
Statistics as for County Business Patterns, which is also prepared by
the Census Bureau. The latter includes all nonfarm private sector
establishments that report employment, except railroads. County
Business Patierns teports data on pavrolls and on the number of
establishments by emplovment size of establishments. Ownership
status of establishments is identified in Enterprise Statistics but not
in County Business Patterns,

Small Business Administration Small Business Data Base

Recent amendments to the Small Business Act (P.L. 94-305 and
P.I.. 96-302) called for the creation of a small business data base
for use in a wide variety of policy analyses. In response, the Small
Business Administration purchased a data file that could analyze
individual businesses: the Dun and Bradstreet Market Identifier
(DMI) File.

As the cornerstone of the microdata base of the Small Business
Aclministration, the DMI File contains informadon on business or-
ganizations that showed financial activity in any given year. Each
record in the file contains detailed name and address information,

10
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including a set of geographic codes, detaited major industry codes,
secondary industry codes, and employment and sates codes.
Pointers and codes within the fite indicate if the report is for a
single-establishment business or if it reflects part of a targer busi-
ness organization.

The DMI File presents two important problems. First, the firms
in the file are neither a census of att firms in the United States nor
a random sample. Thus it 1s necessary o vatidate or “benchmark”
the files against appropriate sources to be certain that the informa-
tion drawn from the fites accurately describes small business in to-
tal. In this chapter, the benchmarking is done against the Enter-
prise Statistics of the Bureau of the Census. Second, the fites are
not assembled from a random sample, but by voluntary coopera-
ton of respondents. Progress on overcoming these problems in de-
tatted in U.S. Establishment and Enterprise Microdata.'"

SBA is in the process of linking current enterprise and establish-
ment files. A mechanism has been devetoped to identify an estab-
ishment with its corporate “parent” 1o determine if the establish-
mentis i branch or subsidiary of the parent company, or an
independentty owned business.

The Three Major Data Sources ( ‘ompared

In summary, Table 1.2 compares the total number of businesses
by industry from three sources: Bureau of the Census (Enterprise
Statisties), Internat Revenue Service, (Statstics of Income), and the
Small Business Administration (Small Business Data Base). By any
count of businesses, 98-99 percent are smal.

These various sources of business data serve different program
prrposes and cover varying poputations. The data source used for
statistical explanations is determined by the research problem at
hand, the tmeliness of the data required, and the industrial and
geographic requirements.

Number of Minority-Owned and Women-Owned Businesses'!

In recent years the number of businesses and the share of total
receipts have increased for both minority-owned and women-

*This report was produced by the Brookings Institution for the Small Busi-
ness Administration in August 1981 and is unpublished. However, copies are
available upon request from the SBA Office of Advocacy. See Appendix B of this
report for a description of the Small Business Data Base,

"'See Appendix C for a further discussion of both minority-owned and
women-owued businesses,

4 47 1
ERIC v

Aruitoxt provided by Eic:




i

owned businesses. Minority-owned businesses are estimated by the
Bureau of the Census to account for 5.7 percent of the total busi-
nesses in the United States and for 3.5 percent of total gross re-
ceipts.'? These percentages represent an increase of 31 percent in
the number of firms and 69 percent in gross receipts from 1972 to
1977, as compared to an increase of 62 percent in GNP.'? Table
1.4 compares the number of firms and receipts by selected industry
for minority-owned firms with all United States firms for 1977.'

Tasre 1.4—Firms and Receipts of Minority-Owned and All United States Firms
by Selected Industry Division, 1977

[Firms, Thousands; Receipts, Billions of Dollars]

Firms Receipts
Industry Division
(Minority-Owned Minority-Owned)
Total  Number  Percent Total  Amount  Percent
Total 9, 440" 5182 55 612.0 213 35
Construction 1,107 53 4.7 72.6 2.1 29
Marufacturing 287 13 42 385 09, < 23
Trar.sportation,
Communications.
Utilities 419 37 8.6 22.8 09 39
Wholesale and Retail
Trade 2,60 156 6.0 29 4 10.8 3.7
fFinance, Insurance,
Real Estate 1,404 28 2.0 66.6 0.7 1.1
Selected Services 3.623 234 6.5 120.1 5.9 4.9

'Includes only sole proprietorships, partnerships, and small {Subchapter S) business corpora-
tions. For comparability purposes this table excludes minority-owned firms filing Form 1120 tax re-
turns (corporations other than Subchapter S small business corporations).

2ycludes unallocated firms and firms in "other industries.”

Sources: Department of Commerce, Bureau of the Census, Survey of Minority-Owned Business,
1977. Sole proprietorship and partnership data based on Internal Revenue Service, Preliminary Re-
port, Statistics of Income, Business Income Tax Returns, 1977. Small business corporation data
based on internal Revenue Service, Preliminary Report, Statistics of income. Corporation income Tax
Returns, 1976. IRS data are adjusted to exclude industries not covered by the Census survey of
minority-owned firms.

2 Bureau of the Census, Survey of Minority-Owned Business, 1977 (Washington:
Government Printing Office, 1981).

13 There are some indications that the data overstate the growth of minority
business. Sece Nerman Hurwitz, William Tuck, and Richard L. Stevens, "A Re-
view and Critiqu. of the 1977 Survey of Minority-Owned Business Enterprises”
(Minority Business Development Agency, June 1981).

14 Large corporations are excluded in Tables 1.4 and 1.5 because the mirority-
owned and women-owned proportion could not be determined from public
records.
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Women-owned firms are estimated to account for 7.1 percent of
total businesses and 6.6 percent of total gross receipts.'® These per-
centages represent an increase of 30 percent in the number of
firms and an increase of 72 percent in gross receipts for the sam
period, 1972-1977. Table 1.5 illustrates the number of firms and
receipts by selected industry divisions for women-owned businesses
compared to all United States firms for 1977.

TABLE 1.5—Firms and Receipts
of Women-Owned and All United States Firms
by Selected Industry Divisions, 1977

(Firms, Thousands; Receipts, Billions of Dollars]

Firms Receipts
Industry Division
[Women-Owned Women-Owned]
Total  Number  Percent Total  Amount  Parcent
Total 9,440 6622 7.0 6120 40.4 6.6
Construction 1,107 21 1.9 72.6 29 4.0
Manufacturing 287 19 6.6 385 3.6 9.4
Transportation,
Communication,
Utilities 419 12 2.9 22.8 1.3 5.7
Wholesale and Retail
Trade 2,600 228 8.8 291.4 23.4 8.0
Finance, Insurance, .
Real Estate 1,404 66 47 66.6 2.1 3.2
Selected Services 3,623 316 8.7 120.1 7.1 5.9

'Includes only Sole proprietorships, partnerships, and small (Subchapter S) business corpora-
tions. For comparability purposes this table excludes women-owned firms filing Form 1120 tax re-
turns (corporations other than Subchapter S small business corporations).

*Excludes unallocated firms and firms in "‘other” industries.

Sources: Department of Commerce, Bureau of the Census, Women-Owned Businesses, 1977and
sole proprietorship and partnership data based on Internal Revenue Service, Preliminary Report, Sta-
tistics of Income, Business Income Tax Returns, 1977, small business corporation data based on In-
ternal Revenue Service, Preliminary Report, Statistics of Income, Corporation Income Tax Returns,
1976. IRS data are adjusted to exclude industriss not covered by the Census survey of women-owned
firms.

SECTION I11. SMALL BUSINESS DEFINITIONS:
EMPLOYMENT VERSUS SALES

In the discussions below, some of the varying business counts are
"*Bureau of the Census, Women-Ouwned Businesses, 1977 and Selected Characteris-

tics of Women-Owned Bustnesses, 1977 (Washington: Government Printing Office,
1981).
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related to more general statements on concentration in the United
States economy and define small firms on both a sales and an em-
ployment basis. All of the information below, however, 1s based on
the approximately 5.6 million enterprises for which there is de-
tailed statistical information.

It was noted earlier that the IRS provides the most comprehen-
sive count of the number of businesses, and that in these data the
major variable of sales is used to study the overall distribution of
businesses and industry concentration.'® However, sales is not al-
ways the best variable to use for analyzing business distribution and
concentration. '

The principal objection to the use of sales data is that sales size
categories must be adjusted for inflation. Therefore, a given sales
size category that is currently considered a large business may not
be judged to be a large business in the future. Because it is impor-
tant to use a sufficiently long period of time to study trends in the
structure of the economy, distribution of business size by the num-
ber of employees is the preferred variable.

The relationship associating employment definitions of business
size and sales definitions of business size is depicted in Table 1.6.
The table shows that businesses of under 100 employees often have
sales of less than $10 million, while those with under 500 employ-
ees may have sales of $25 million as an upper limit. Average firm
size tends to be somewhat higher in industries in which a larger
scale of output is required to reach minimum average cost, as in
manufacturing. In other industries, sucli as retail trade, a smaller
scale of activity achieves minimum average cost. By necessity small
business definitions are industry-specific.

While the physical output of firms is really the measure that
should be used to study economic concentration, measurement dif-
ficulties require that the less precise sales and employment con-
cepts be used. Because there is no output measure that applies to
all industries, approximate links between sales and employment
must be used to describe the phenomenon. Therefore, itis difficult
to make precise statements regarding economic structure, and to
provide a definitive numerical definition of a small business appli-
cable in every industry. For example, excluding from a business
count firms with less than $5,000 in gross receipts (from IRS data),
or those with no paid employees (from Census data), becomes
somewhat arbitrary.

18 For partnerships and corporations in the Statistics of Income Program, asset
information is also available to study the distribution of businesses.
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TasLE |.6—Business Size Standards for Employment, Sales, and Assets
and Asset Categories From the IRS Corporate Source Book

[Employment, Numbers; Sales or Assets, Thousands of Dollars]

IRS Corporate
Business Source Book
Size Employment' Sales or Assets' Asset Categories

Family 0-4 0-499 {1-99,
100249,
250 499)

Small-Small 5-19 500~ 2,499 500-999

Small-Medium(1) 20-49 2,500 4,999 1,000 4,999
Small-Medium(2) 50-99 5,000- 9,999 5,000-9,999
Small-Large 100- 499 10,000 24,999 10,600 24,999
Large-Small 500- 999 25,000 49,999 25,000 49,999

Large-Medium 1,000 4,999 50,000 249,999 (50,000 99,999,
100,000 - 249,999)

Government Sized 5,000+ 250,000+ 250,000+

'A more detailed version of these size classes was adopted by the Inter-Agency Committee on
Small Business Statistics, and published in the Federal Register for comment December 1980 and in
the Statistical Reporter, August 1980. .

Sources: Department of Commerce, Office of Federal Statistical Policy and Standards. Statistical
Reporter, Vol. 81— 3, December 1980 and Internal Revenue Service, "'Corporate Source Book.”

It should he naoted thatmany concepts other than sales or em-
ployment may be used to define a size distribution of businesses.
These include assets, payroll, or value-added. However, because of
the partial industrial coverage of such data, or the inability to iden-
tify the reporting unit precisely. these definitions cannot be ap-
plied to all industries.

The appropriate measure of the size distribution of businesses is
determined by the policy being studied. Employment appears to be
the best overall measure of company size because of its more gen-
eral availability and its invariance with respect to the inflation rate.

SECTION IV. CONCENTRATION BY INDUSTRY

Small Firm Shares of Employment and Sales by Industry a']j

Concentration in economic activity can be observed from sever
bases that include the percentages of companies, employees, and
sales accounted for by a given size group. The most appropriate
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measure is a function of the policy being considered. For example,
since companies pay taxes on revenues generated (less deductions),
sales mav be, the most useful variable when discussing tax policy.
Similarly, during discussions of policies affecting the labor force,
such as the level of employment growth or expansion opportunities
in key industries, classification by number of companies or number
of employees might be the most appropriate.

Summary indicators that apply when a small business is defined
as a business employing less than 500 employees are shown in Ta-
ble 1.7. Small tirms, based on data including virtually all of the 5.6
million firms for which data is collected, plus some portion of the
remaining 9.1 million firms for which data is not collected, account
for about one-half’ of total employment and a somewhat smaller
share of sales and GNP.

In 1978 there were about 13,000 companies with 500 or more
emplovees.!” These companies, about 0.2 percent of all companies
with employees, accounted tor roughly one-half’ of total sales and
one-halt of total emplovment. The other 99.8 percent of the
companies with fewer than 500 employees contributed the other
one-halt’ of" the sales and employment totals. In the industry-
specific analvsis below, the reference points of "one-half the sales™
and “one-halt the employment” are used to indicate how major in-
dustries differ.

Virtwally all companies are small companies whether 100 em-
plovees or 500 emplovees is used to define “mall firms. (See Table
A1.3) There is linle varviation 1o this tendeney, since over 95 per-

Faste 1.7—Activaty Shares of Forms With Less Than 500 Employees, 197678

Measure Percentage of total
Number of Companses (1978) 99.7
Gross National Product (1976)? 38.0
Private Sector GNP (1976)? 44.0
Employment (1978)" 46.8
Payroll (1977)° 46.0
Gross Revenues (1978)' : 42.7

' Small Business Data Base. The comparable figures from Enterprise Statistics are 52.5 percent
of employment and 52.6 percent of receipts.

2 Joel Popkin and Company, “Gross Product Origmating m Small Business, 1963 to 1972" (March )

1980)

3 Department of Commerce. Bureau of the Census, County Business Patterns, 1977. Enterprise
Statsstics. This contains a special analysis based on the 1977 Economic Census.

T Analyvsis by the Brookings Tnsutunon of the Small Business Data Base, Au-
gust 1981,
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cent of the companies in each major industry group are small.
However, if the sales and employment shares of companies with
less than 100 or 500 employees in the industries traditionally domi-
nated by small firms are compared to the more concentrated sec-
tors, certain differences emerge. Table 1.8 displays sales and em-
ployment shares in five traditionally small business industries:
agriculture, forestry, and fishing; construction; wholesale trade:
retail trade; and services. In each industry, firms with less than 500
employees dominate, that is, they contribute more than one-half of
the sales and more than one-half of the employment. The small
business contribution to employment and sales is much lower in
other industries: about 20 to 30 percent of employment and 10 to
25 percent of sales, varying by industry. In the most concentrated
industries of mining and manufacturing, for example, small fifrms
with less than 500 employees contribute less than 10 percent to
sales, while providing more than 20 percent of the jobs. (The ag-
gregate data are found in Table A1.4. The industry-specific sales
and employment data are found in Tables A1.24 and A1.30.)

In Table 1.8, the relationship between sales and employment
shares is rather close in the five industries that traditionally have
been dominated by small firms. In the construction industry, for
example, companies with less than 100 employees account for 68.9
percent of the receipts and 70.0 percent of the employment. This is
the industry most dominated by small firms. In these five indus-
tries, small firms dominate least in services, which is the fastest
growing sector in the economy.

In the service sector, however, a unique phenomenon is found.
In the four other industries that have been discussed, the sales
share is always smaller than the employment share, indicating that
sales per employce tend to be smaller in the small business sector
than in larger firms. However, the service industry is the exception
to the above generalization. In it, the sales share accruing to small
firms exceeds the employment share. As shown in Table 1.8, serv-
ice businesses with less than 500 employees contributed 51 percent
of the jobs in that sector in 1978, and received 62 percent of the re-
-eipts, while service firms with less than 100 employees accounted
for only 32 percent of the employment, but 45 percent of the sales.
This seem: *o imply that small service firms in such fields as busi-
ness services, medical services, and legal services have higher sales
per employee. Enterprise Statistics data confirm this observation.

As discussed in more detail in the next chapter, there are reasons
for suggesting that the future growth of small firms may be con-
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TasLE 1.8—Employment and Sales Shares in
Traditional Small Business Industry Divisions
for Firms With Less Than 100 Employees and 500 Empioyees, 1978

[Percent ]

Selzcted Industry Divisions

Agriculture,
Employment forestry, Wholesale  Retail
Size Class Fishing Construction  Trade Trade  Services

Small Firms as Percent of Total Number of Firms

Less than 100 95.1 99.3 989 99.3 97.2

Le~ than 500 1050 99.9 99.9 99.9 99.4
Small Firm Share as Percent of Total Employment

Less than 100 66.8 70.0 68.5 56.8 32.0

Less than 500 76.6 83.7 83.0 . 65.8 51.3
Small Firm Share as Percent of Total Sales

Less than 100 62.0 68.9 59.1 56.5 44.8

Less than 500 69.7 82.6 74.5. 65.5 62.1

Source: Small Business Data Base tabulated by Brookings Institution from Dun and Bradstreet
Market identifier File.

centrated in the service sector. This may be a sector .where econo-
mies of scale are not as prevalent as they are in manufacturing, for
example.

The concentrated sectors of the economy in terms of their sales
and employment shares are the transportation, finance, manufac-
turing, and mining industries. In those industries, a relatively few
companies contribute most of the sales. In the traditional small
business industries, small firms generally contribute more than
one-half of the sales; however, with the exception of services, the
employment share always exceeds the sale share.

Establishments Per Larger Company

The very large multiestablishment companies are often dis-
persed geographically. Data also show that in many cases those
states where industries are concentrated tend to produce the coun-
try’s output in larger units of production due, at least in part, to
the density of population.

Table 1.9 shows the number of branch establishments associated
with larger companies of 1,000 employees or more Data from two
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sources are compared: the Small Business Data Base from the SBA
and Enterprise Statistics from the Bureau of the Census. Although
the Census Bureau does not include all of the industries cov. d by
the Siall Business Data Base, both sources show that retail trade is
the most dispersed sector. The average retail firm of 1,000 employ-
ees or more has between 116 and 249 establishments, depending
upon the classification of leased departments in retail stores and
upon the imputation of establishments. Following retail trade are
the more concentrated sectors of finance, insurance, and real es-
tate; and mining, with over 70 establishments in the average larger
firm. In descending order, the least dispersed sectors are transpor-
tation, communications, and utilities; wholesale trade; manufactur-
ing: construction; agriculture, forestry, and fishing: and services.
Because small firms tend to be more locally concentrated, it
would be expected that industries in which small firms dominate
would have fewer establishments, on average, associated with them.
In Table 1.9 this assumption is depicted for agriculture, construc-
tion, wholesale trade, and services. Only in retail trade, which is
dommated by small firms, is there'a very large number of estab-
lishments in the largest companies. Perhaps this is due to the mass
merchandising and branching ability of the biggest companies. In

Fasre 1.Y—Number of Establishments Per Company
By Industry Division for Companies With 1,000 Employees or More

Small Business  Enterprise

Industry Division Data Base Statistics
(1978) (1977
Agriculture, Forestry, Fishing ’ 39.2 A
Mining 73.6 67.2
Construction 436 243
Manufacturing 55.1 78.5
Transportation, Communication, Utilities 67.3 NA
Wholesale Trade 66.7 48.5
Retail Trade 116.2 2493
Finance, Insurance, Real Estate 74.9 NA
Services 19.2 69.6

' The selected services covered by the economic censuses are listed in Appendix C of the 1977 En-
ferprise Statistics. .

NA = Industry not covered.

Sources: Small Business Data Base and Department of Commerce, Bureau of the Census, 1977
Enterprise Statistics, General Report on Industrial Organization, Table 3.
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manufacturing, mining, and finance, the more concentrated indus-
tries, there are a larger number of establishments per._thousand
emplovee enterprises than in most small business industries.

Employees Per Company by State

The number of emplovees per company by state could vary ac-
cording to the concentration of its major industries and the extent
of that concentration within a given state. For example, in a state
with a greater prevalence of service industries, which are not par-
ticularly concentrated and in which economies of large scale pro-
duction are not as applicable, fewer employees per company would
be expected.

The Small Business Data Base 1s.used to (lt‘sc ribe firm size by
state since Enterprise Statisties does not list firms by region. Table
1.10 shows the 10 states with the largest average number of em-
plovees per firm, and the 10 states with the smallest average num-
ber of emplovees per company. (Because the District of Columbia
has a heavy concentration of (,()vernmen[ emplovyees, it has been
excluded from the analysis.)

I'he states listed in the upper half of Table 1.10 are among the
slowest growing states while those listed in the lower. half are’
among the fastest growing states. The growing arcas of the
cconomy in many states are characterized by large increases in
small business acuvity. Some of the small businesses that are very
active in the fastest growing states are also characterized by a small
average firm size. These small businesses mayv be found in indus-
tries such as health and leisure services in Florida and New Mexico:
the vacation home manufaciuring industry in Vermont and
Mississippi: and extractive industries in Wyoming and Alaska. As
delineated in the next chapter, states with higher average firm size
tend to be those in the more mature regions of the Plains, Middle
Atlantic, and Midwest, while those states with the smallest average
firm size tend o be in rapidly growing areas in the Southern and
Western parts of the United States.

[t is difficult to assess the effects of the changing concentration
and shiftifg industry mix with the currently available data. For ex-
ample. the growth of mining in some states may well result in a de-
cline in the sales and employment shares of small firms due to the
possibly increasing concentration of economic activity in that n-
dustry. In contrast, the growth of services in states like Florida and
New Mexico may well reflect some increase in the sales share
accruing to small firms. When the Small Business Data Base has
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TABLE 1.10—Rank of Ten States With the Largest and Smallest Number of Employees
Per Company, 1978

Largest Number

State Employees/Per Company

Delaware ’ 51.0
Connecticut 47.0
New York : 41.0
Michigan 32.0
iiunois 30.3
Ohio 28.0
Pennsylvania 235
Minnesota 235
Massachusetts 21.9
Missouri 21.4

O WE OO &N —
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Smallest Number

Colorado
Alaska
Wyoming
Vermont
North Dakota
South Dakota
New Mexico
Arkansas
Mississippi
Florida

Source: Small Business Data Base tabulated by Brookings Institution from Dun and Bradstreet
Market Identifier File.
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several years of longitudinal enterprise files in place, assessment of
these trends will be made.

~Small Firm Performance

An evaluation of the performance of the small business sector
must include not only measures of physical output, but also the
several ways smaller firms use capital and other assets somewhat
differently than larger firms. The relationship between industry
concentration and small firm performance is complex, and judg-
ments are made even more difficult by the varying accounting sys-
tems used in each industry. In general, the Quarterly Financial Re-
port of the Federal Trade Commission is the only source that
provides data on profits by firm size.

Most discussions about the health of the United States economy
raise the issue of productivity. For certain commodities such as pig

ERI

Aruitoxt provided by Eic:




v
.

iron or refinery output., a measure of the physical product per
hour of work is available, but for most businesses, particularly
those in the service industries, no siniple physical measure is avail-
able. For manv such industries a measure derived from value-
added may be used. This automatically attributes a higher value-
added to high-wage or high-profit industries, such as
manufacturing. Most small businesses are less productive than
larger businesses when something other than a physical measure of
output per unit of input is used.

Since wages are usually the largest single component of value-
added, the wages paid per emplovee by firm size is an indicator of
relative value-added per emplovee. This is illustrated in Table
Al.5 in Appendix A. This table shows that the wages paid by small
companies in the mining and wholesale trade industries are not
much less than those paid by the largest companies. Of particular
interest is the fact that the industry sectors with the greatest differ-
ences in wages between large and small firms, construction and re-
tai} trade, are two of the industries with the largest percentage of
small businesses. Of additional interest is that the lowest average
wage In the smaller size classes and the lowest average wage overall
are found in two of the three industries with the largest percentage
of small businesses: retail trade and selected services. These com-
parisons, however, have not been corrected for the greater part-
time nature of the work in small firms. Such corrections, if availa-
ble by firm size, might tend to significanty shrink the wage
differentials.

Many measures of productivity do not capture the areas where
small business contributes most importantly o national output. In
particular, new entrants to the labor force have been numerous
over the past decade. These entrants include both more women
and younger workers from the postwar "baby boom.” Such workers
usually start with smaller firms, and as new entrants, command a
lower wage. While the output of these workers increases national
output, the value-added for cach of these workers is less than the
average of the more experienced worker. During such periods of
structural change in the work force, “productivity”™ as measured in
output per worker or value-added per worker is temporarily less
than it would have been without the entrv of such new workers.
But national output has been increased. The currently used defini-
tions of “productivity” minimize this important contribution of small
business. If increase in real GNP per capita were used, a continued
upward trend in United States productivity would be apparent,
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Contributions by Small Business

In addition to job creation, small business plays another impor-
tant role in national productivity. As shown by the high turnover in
firms, small businesses are constantly testing untried and nncertain
products, markets, and locations that have not been developed to a
size large enough to auract larger businesses. Small businesses fre-
quently locate in areas too remote for large firms and frequently
occupy factories and buildings that might otherwise go unused.
New jobs are created, new products and services are introduced,
and otherwise unused resources are employed by the small busi-
ness sector of the economy. Because of their size, small estab-
lishments or small firms can use resources that could not be used
efficiently by large firms, and thereby contribute to resource
conservation.

One of the most important contributions made by small business
to the economy is producing innovations. Current research that ex-
tends the work on innovation conducted for the National Science
Foundation in 1976 suggests that small firms are two to three times
as innovative per emplovece as large firms.'* To arrive at this fig-
ure, rescarchers identified seven industries with disparate market
structures. ‘Trade journals in those industries were then searched
for innovations for the decade of the 1970's and 635 innovations
were found. Further study is planned to document the total value
of Innovations to the cconomy and compare the contributions by
large and small firms.

Investment in Productive Plant and Equipment

An important contributor to high output per worker is invest-
ment in productive plant and equipment. Good data on assets per
worker are available for manufacturing in the Annual Survey of
Manufacturers. Data are collected bv four size classifications and
are shown in Table A1.6.

Four of the highest industries in fixed assets (plant and equip-
ment) per production worker (petroleum, primary meuals, paper,
and chemicals) also include the three highest industries in wages

""""The Relationship Between Industrial Concentration, Technological Innova-
tion and Firm Size,” Gellman Research Associates, Inc., Jenkintown, Penn-
sylvania, SBA contract number SBA-2652-0A-79, 1982 forthcoming.
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and in value added per production worker. (See 'Table 1.11.) These
are all industries with very large companies and large establish-
ments. Industries with the smallest fixed assets per production
worker, (leather, apparcl, and furniture) are among the four
lowest in wages and in value added per production worker. Again,
in contrast to the industries dominated by large firms noted above,
the latter are among the industries dominated by small firms.
Wages and value added per production worker are shown in Ta-
bles AL7 and AL8.

[t is importnt to note that while small firms have fewer assets
per worker than their farger firm counterparts, their sales per dol-
lar of assets are higher in six out of eight major industry groups
(excluding agriculture). (See Table A1.9.) This is because small
companies must generally produce their revenues from fewer dol-
tars of assets; that s, they have fewer assets “to go around™ per em-
plovee. Theretore, sales per dollar of assets reflect the more effec-
tve utilization of small business assets.

Lasie Lo L—Awverage Company Size in Employment and Amount of Fixed Assets, Wages,
and Viadue Added Per Production Worker for Selected Industries, 1976

|Employment, Number; Assets, Wages, Yalue Added in Thousands of Dollars]

7Amrount7 Per Produéhon Worker

Employment Fixed Annual
Industry Per Company Assets Wages Value Added
Petroleum 453 $283 8 $15.75 $131.4
Puimary Metals 261 $ 631 $14.44 $ 391
Paper 199 $ 635 $12.72 $ 46.0
Chemicals 160 $108.1 $12.53 $ 988
Leather 151 $ 46 $ 6.38 $ 165
Apparel 50 $ 32 $ 5.82 $15.2
Furniture 26 $ 94 $ 7.64 $ 209

Source Department of Commerce, Bureau of the Census, Annwal Surwy of Manufacturers, 1976
and unpublished data prepared for the Small Business Administration.

SECTION V. SUMMARY

The difficulties encountered in counting and/or defining the
small business sector are due to the myriad data sources and multi-
dimensional concepts that could be used to define business size cat-
egories. Detailed statstical information is collected on less than
one-half of all businesses that file income tax returns with the IRS.

About 99 percent of all businesses are small; however, roughly
10,000 of the fargest companies provide about one-half the jobs
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and more than one-halt of the Nation’s output. In general, these
10,000 companies are dispersed all across the country, and are
found particularly in the mining, transportation, finance, and
manufacturing sectors. Businesses in less concentrated sectors of
the cconomy are more likely to be one-establishment firms and
tend to be in the agriculture, construction, trade, and service sec-
tors. The latter are the industries traditionally dominated by small
firms.

Several factors comb™e to make definitive statements on indus-
try concentration very “cult. First, the total number of busi-
nesses differs whether one uses [RS, Gensus, or the Small Business
Data Base. While the Census Enterprise Statistics contain informa-
ton on 5.6 million firms, some portion of the other 9.1 million
businesses that pay income taxes are significant for policy pur-
poses. It becomes somewhat arbitrary whether the lower limit to
define a business is based on sales data trom the IRS or employ-
ment data from the Burcau of the Gensus. These two sources,
along with the individual company data used by the Small Business
Admmistration in its data base, all contain certain differences mak-
Ing precise comparative statements difficulr.

One of the major uses of the Small Business Data Base has been
to study the distinction between small establishments that are
owned by small firms, and small establishments that are owned by
larger enterprises. The distinetion is a crucial one for policy analy-
sis because most Government programs appraise their success by
establishment surveys when enterprise surveys would be more pre-
cise. albeit more difficult and costly.

Sales per emplovee are generally larger in big firms than in small
companies. The sales shares in those industrics traditionally domi-
nated by small firms are generally smaller than their respective em-
plovment shares. ‘'The service sector. however, is an exception. In
industries such as legal, medical, leisure, and business services,
smaller firns appear to be achieving a dispropordonate share of
the market. This may be due 1o the fact that a small scale of output
can sull achieve cconomic efficiency. In other words, scale econc-
mics are not as applicable in the service sector as in the manufac-
turing sector. The states with the smallest number of cmployees
per company appear to be emphasizing the nonconcentrated serv-
ice industries that show rapid rates of growth.

While small firms are found to utilize assets more intensively
than their large firm counterparts, small businesses appear less
productive when a value-added measure of productivity per work-
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generally results in wage differentials between small and large
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This chapter presents the most current information available
about changes in small business. As outlined below, the subject
matter deals with themes such as growth and decline, profit and
. and changes in the relative share of output attributable to
small business. The discussions reflect changes in dynamic phe-
nomena over ume. In several cases, the data needed to reach pre-
conclusions are incomplete or available for too short a time pe-
riod. In other cases, the necessary information may be unpublished
or even unavailable. Nonetheless, the issues addressed in the fol-
lowing six sections are important in understanding how the small

loss
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CHAPTER II ’

Current and Historical Trends
in the Small Business Sector

business community responds to changing ecgnomic conditions.
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Section I examines recent growth in the small business sec-
tor from 1977-79 using classification by employment on
an industry basis. Alternative measures of the changing
size of the small business sector are examined, using trend
data from recent tax returns. Recent trends regarding the
self-employed are also observed.

Section 11 is a discussic . of the changing numbers of small
businesses, including the dynamics of growth, business
tormation, business failure, and the process by which firms
alternately grow and prosper and contract and decline.

Section 111 is concerned with the experience of the small
business sector during the 1974-76 recession. Of particu-
lar interest in this section are subsections on changes in
Gross National Product (GNP), profit, and employment
shares during the 1974~76 recession.

Section IV examines longer term trends in employment
and sales in the small business sector from 1955-77, with
particular emphasis on the declining share of the small
business GNP. In particular, observations are made on
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both an aggregate and micro-basis on the shift of sales
away from very small firms to larger firms.

Section V examines recent employment trends by industry
and size class in the small business sector at the state level
from 1977-79 from several data sources.

Section VI is a chapter summary.

Non-Comparability of Data Sources

It is difficult to measure small business trends when a meaning-
ful count of the number of small businesses cannot be attained.
Economic and business statistics from Federal agencies are general-

ly not well designed for the analysis of small business trends and
policy issues. Further, many agencies do not prepare tabulations by
size of business. Based on an agreement negotiated in FY 1980, the
major Federal statistical agencies have agreed to publish new data
using a specified set of size breaks beginning in FY 1983. Size
breaks have been prepared using employment, sales, and assets as
definitional criteria. Until 1983, however, data available by size fre-
quently cannot be readily compared or integrated across agency
sources.

Currently, consistent size class data are often not used for com-

- parable reporting units. The Internal Revenue Service (IRS) and
the Bureau of the Census (Census) differ in their definitions of es-
tablishments. Moreover, Census size class statistics on establish-
ments usually do not distinguish between establishments that are
independent business entities and establishments that are part of
larger multi-unit companies.

Non-comparability of data is found also by geographic and in-
dustrial classifications. Basically, the IRS, Census, the Social Securi-
ty Administration (SSA), and the State Employment Security (SES)
agencies all classify their administrative, tax, and survey records by
geographic location and Standard Industrial Classification (SIC)
codes independently of each other. Consequently, a firm might be
classified in one geographic area in a specific industry by one statis-
tical agency and reported in a different geographic area or indus-
try by another agency.

For these reasons, the following discussions shift between estab-
lishments, enterprises, and taxpaying units; between size classes;
and between employment, assets, and receipts as the classification
variables.

Employment data is used to examine the most recent changes in
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the size of the small business sector because they are the most read-
tly available and invariant to inflation. Receipts or sales data are
less useful because they are several years old when pubtished. Fur-
ther, they are collected annually by IRS only by taxpaying units,
which are not necessarily enterprises or establishments. To study
recent emplovment growth by size class, it is necessary to examine
establishment as opposed 1o enterprise data. ‘The Census Bureau
conducts surveys annuatly for establishments but only every five
vears for enterprises.

SECTION I RECENT DEVELOPMENTS IN EMPLOYMENT BY
SMALL BUSINESS BY MAJOR INDUSTRY AND SIZE CLASS:
1977-79

The period 1977-79 was generally a period of recovery and ex-
pansion for the economy following the 197475 recession. The
GNP increased 5 percent annually during this period, after adjust-
ment for inflation, compared o —0.8 percent annually during
1974-75, and 2.9 percent annually during 1970-80. In the
discussions below, the period 1977-79 is examined for changes be-
cause it is the most recent two-vear period for which complete data
are available by business size.

Current trends in the distribution of businesses can be measured
using emplovment, sales, or assets as classification variables. Em-
plovment data, however, are collected and published annually for
alt business establishments with employees in the United States by
the Bureau of Labor Statistics (BLS) and the Bureau of the Census.
Sales and asset information coltected, by IRS is more limited be-
cause taxpaying units are not necessarily complete business entities,
and because sales information is nét as reliable nor as current as
employment data.

The discussions in this section are based on establishment data.
This 1s less satisfactory than the use of enterprise data, but current
information on employment changes by size class is not available
on an enterprise basis.

Using Unemployment Insurance (Ul) data from the Department
of Labor, employment changes between 1977 and 1979 are ana-
lyzed by size class of establishment in this Section. Employment
changes by size class of establishment in those twa-digit SIC indus-
tries which grew the fastest and the slowest nationally between
1977 and 1979 are also compared, and changes by establishment
size in major industry divisions are examined.

The industries exhibiting the fastest and the slowest growth in
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the 1-19 employee and 20-99 employee size classes are shown to
differ only slightly from the fastest and the slowest growing indus-
tries in the economy as a whole. The absolute magnitudes of em-
ployment change are also shown for major industries between 1977
and 1979 in four establishment size classes: 019 employees, 20-99
employees, 100-499 employees, and more than 500 employees.
(Table A2.1 shows the percentage changes in employment by four
size categories relative to the national changes.)

The major finding from a review of the data is that the service
industry is dominant in generating jobs. From 1977 to 1979 total
employment grew by 7.12 million jobs, or 1 1.8 percent. The largest
employment increases occurred in the service sector which grew by
9.11 million jobs and accounted for 29.7 percent of the total in-
crease. Small establishments under 100 employees grew dispropor-
tionally, accounting for 54.5 percent of the increase in services.
This is about 5 percent above their overall contribution of 48.6
percent to employment growth. (See Table 2.1.)

Table 2.2 shows that five of the 10 fastest growing industries na-
tionally were also in services. These included social services and ed-
ucational services, the fastest growing industries during the
1977-79 period, plus business services, repair services, and miscel-
laneous repair services. The remaining fastest growing industries
nationally included two extractive industries (oil and gas produc-

TasLe 2.1—Job Growth in Establishments by Employment Size of Establishment,
1977-79

{Thousands of Jobs]}

Employment Size Class

Industry/ Under
Division 20 20-99 100- 499

All Industries 1355.4 2103.0 1919.5
Agriculture, Forestry, Fisheries 90.4 149.7 88.8
Mining 9.7 29.4 22.2
Construction 211.0 257.6 151.3
Manufacturing 341 223.3 A "
Transportation, Communications, Utilities 42.0 95.3 70..
Wholesale Trade 119.2 211.6 143.0
Retail Trade 178.6 480.6 326.4
Finance, Insurance, Real Estate 78.9 96.1 108.7
Services 591.6 559.1 511.0

Note: Detail may not add to totals due to rounding. Totals exclude government.

Source: Data derived from U.S. Dzpartment of Labor, Bureau of Labor Statistics, Unemployment In-
surance (U1} System, unpublished data, January 1981.
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tion, and fisheries); two construction industries (general construc-
tion and special trade construction); and transportation services,
The only differences between the fastest growing industries nation-
ally and those in small establishments were in the inclusion of auto re-
pair services in the 0-19 group (ranked 11th nationally), the inclusion
of legal services in the 20-99 group (ranked 14th nationally) and the
inclusion of pipeline transportation in the 20-99 group (ranked 46th

nationally).

Excepting the service sector, mam acturing had the next highest

TaBLE 2.2—Ten Fastest and Slowest Employment Growth Areas
for Small and Total Establishments by Major Industry Groups, 1977-79

Small Establishment Size Class®

Fastest Growing
{Descending Order)

Rank Under 20 Employees 20-99 Employees Total Establishments
1 Educationai Services Educational Services Educational Services
2 Social Services Social Services Social Services
3 Fisheries Auto Repair Services Misc. Services
4 Transportation Services Special Trade Construction 0i) and Gas Extraction
5 Business Services General Construction Business Services
6 Misc. Services Business Services Fisheries
7 Auto Repair Services Misc. Repair Services Transportation Services
8 0il and Gas Extraction Legal Services Special Trade Construction
9 Misc. Repair Services Transportation Services General Construction
10 General Construction Pipeline Transportation Misc. Repair Services
Slowest Growing
{Descending Order)?
1 Combined (Real Estate Combined (Real Estate Combined (Real Estate
& Insurance) Offices & Insurance} Offices & Insurance) Offices
2 Petroleum Refining Tobacco Manufacturing Air Transportation
3 Food Processing Text. Mill and Apparel Metal Mining
4 Tobacco Production Food Processing Petroleum Refining
5 General Merch. Stores Leather Products Anthracite Mining
6 Primary Metal Industries  Commodity Brokers Water Transportation
7 Motion Pictures Anthracite Mining Pipeline Transportation
8 Banking Petroleum Refining Leather Products
9 Leather Products General Merch. Stores Apparel & Fabricated
Textiles
10 Metal Mining Paper & Related Products Misc. Manufacturing

'Small establishments are defined as those with less than 100 employees.
#Descending order means that the fastest (slowest) growing industry is ranked first.

Source: Department of Labor, Bureau of Labor Statistics, Unemployment Insurance (Ul} System
Data, unpublished size detail, January 1981.
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growth in employment with an increase of 1.62 million jobs or 22.8
percent of the total increase. Retail trade ranked third with 1.20 mil-
lion new jobs, representing a 16.9 percent share of the total. (The ab-
solute growth by size class of establishment is summarized in Table
9.1.) In those industries, and in construction and wholesale trade as
well, the small establishment share dominated the overall increases.

In the aggregate, then, the overall contribution of small establish-
ments (under 100 employees) to national job growth during the
1977-1979 period was significant. Establishments under 100 employ-
ces accoun:=d for 48.6 percent of net employment increase during
1977-79, which is roughly consistent with their 50.7 percent share of
total nongovernment employment in 1979, Establishments under 500
employees contributed 75.5 percent of the total increase in jobs dur-
ing 1977-79, approximately the same as their share of total employ-
ment as well.

What is more important, however, is that this employment gen-
eration has been maintained while the share of GNP contributed by
firms of under 500 employes has been declining. As discussed be-
low and in Chapter I, the vigor of the small business sector has re-
mained despite recent increases in business failures and declines in
sales per emplovee.

Table 2.2 shows variation in the types of industries comprised of
small establishments which were the slowest growing between 1977
and 1979 and those which were the slowest growing generally. For
example, various categories of the transportation sector, (air, water
and pipeline transportation) were among the slowest growing in-
dustries nationally, but because these industries are dominated by
large firms, thev do not appear in the list of the slowest growing in-
dustries grouped by small establishment size.! Conversely, some in-
dustries in which employment in small establishments is declining,
such as the primary metal industries, are those which show moder-
ate growth generally.?

SECTION 1. RECENT EVIDENCE ON THE CHANGING
NUMBERS OF SMALL BUSINESSES

If complete and accurate information were available, business
startups (formation), and subsequent expansions, contractions,

'n fact, the reverse was true for pipeline transportation services.
1Of 70 two-digit SIC code industries, primary metals was ranked 38th nationally be-
tween 1977 and 1979,
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deaths, and other dissolutions could he traced. However, because of
the incomplete nature of the data in-each of these areas, the targeting
of specitic economic policies toward businesses of varying sizes and in-
-dustries becomes much more difficult. For example, precise informa-
tion concerning the formation and dissolution of construction
companies by size class is neceded to understand the effects of high in-’
terest rates by business size, and to determine whether tax relief
might be necessary. ' "

This general lack of information on business failures and
startups led the Office of Advocacy of the United States Small
Business Administration (SBA) to begin work on .he Small Busi-
ness Data Base. Because of the need to target policies more precise-
Iy and o understand their effects on different subsectors of small
business, information at the individual company level is needed.
While such information is collected by a number of Federal and
Statg agencies, it is not available to SBA under current laws. There-
fore, SBA purchased the files of a private corporation, Dun and
Bradstreet, Inc., which contains information at the firm level on
business formations and dissolutions. Within a vear, the SBA Small
susiness Data Base will contain sufficient information to trace a
business through its various life cycle stages. The data base in-
cludes information on 4.7 million establishments for the vears 1978
and 1980, with the potential to include 1976 data.

Business Formation

In the current statistical svstem a business can manifest itself as via-
ble in several major ways. A firm may file a tax return as a proprietor-
ship, parinership, or corporation with the IRS; may respond to a Gov-
ernment survey; or may apply for credit. Each of these activities
provides a signal on business formation which differs somewhat both
in the aggregate and by major industry.

As noted in Table 2.3, IRS data show that the number of tax re-
turns filed is increasing about 2.1 percent annuaily for proprietor-
ships (which are sometimes self-employed persons®), about 3.2 per-
cent for partnerships, and 4.2 percent for corporations. As shown
in the table, proprictorship returns represent the largest portion of

- "I'he Buréau of the Census “class of worker™ concept and the Internal Revenue Serv-

ice “taxpaying umit” concept are not comparable. The (ass of worker concept is used
tor distinguishing types of workers, including selt-emploved persons: the taxpaying
unit concept is used for business rather than individuals. In the case of sole proprietor-
ships with no cmployees and self-cmploved persons, the definitions oincide,
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the small business sector, numbering over 12 million in 1978, com-
pared to 1.2 million partnership returns, and 2.4 million corpora-
tion returns. Because of the myriad ways in which a corporation
can file its income taxes (as an entire corporation, or by separate
branches and subsidiaries), it is not possible to produce a weighted
average of the three types of tax returns shown in Table 2.3 1o pro-
duce a net index of business formation. From the available data,
however, it appears that average business formation is between 2.1
percent and 4.2 percent annually.

Data on new business incorporations are compiled by Dun and
Bradstreet based upon the corporate chartering in each state. Accord-
ing to Dun and Bradstreet, new incorpora[i()ns fluctuate much more
widely than the tax filings of corporations. In addition, the relation-
ship between tax returns filed by corporations and new business 1n-
corporations is imprecise. For example, while the number of corpo-
rate tax returns filed increased by about 135,000 from 1977 to 1978
(2.242 million to 2.377 million), the number of new business
incorproations was about 450,000 per year. (See Table 2.4 and A2.2)
The most likely explanation for the 300,000 difference is a comnbina-
tion of business dissolutions and changes in taxpaying status.

Another basic measure of business formation is the self-
enumeration household-type survey, which is designed to obtain
information on the self-employed. One such survey, the annual
March Current Population Survey of the Bureau of the Census, re-
ports that the number of declared self-employed persons has risen

Tasre 2.3—Sole Proprietorships, Partnerships, and Corporations,
1974-78

[Numbers in Thousands]

Sole
Year Proprietorships’ Partnerships' Corporations?
1974 10,874 1,062 1,966
1975 10,882 1,073 2,023
1976 11,358 1,096 2,082
1977 11,345 1,153 2,242
1978 12,018 1,234 2,377
Annual Percentage
Increase, 1974—-178 2.1 3.2 4.2

' Department of the Treasury, Internal Revenue Service, Statistics of Income Bulletin, Vol, No. 1.

Summer 198!
2Department of the Treasury, Internal Revenue Service, Corporation Income Tax Retums; 1977

and earlier years.
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TaBLE 2.4—New Business Incorporations

[Number and Percent]}

Year-to-Year Change

Year Number (Percent)
1981 '576,758 7.9
1980 533,520 1.7
1979 524,565 9.7
1978 478,019 9.6
1977 436,172 16.1
1976 375,766 15.1
1975 326,345 2.3
1974 ; 319,149 =31
1973 329,358 40
1972 316,601 10.1
1971 287,577 88
1970 264,209 -37
1969 274,267

' Total annualized on basis of data for half year.
Source: Dun and Bradstreet, “Monthly New Incorporations.”

from 7.3 million in 1974 to 8.2 million in 1979. This demonstrates
a 2.4 percent annual rate of increase.* The data reported in this
survey and the proprietorship returns from the IRS should be
close, although no study has examined the relationship. It appears
that this group of self-employed persons has entered the contrac-
tual services industry in such job areas as cleaning and janitorial
services for buildings, self-employed skilled workers in construc-
tion, and child-care workers.®

In addition to the household enumeration of wage and salary
workers, two additional industrial surveys tabulate annual increases
in the number of business establishments reported by the survey
respondents. One survey is conducted by the Bureau of the Census
and published in County Business Patterns, and the other is con-
ducted by BLS and published in Employment and Earnings. As de-
scribed in more detail below, betweer 1975 and 1977, the annual
increase in the number of establishments was 2.9 percent. Between

‘United States Department of Labor, Buredu of Labor Statistics, Monthly Labor
Review. (Washington: Gove nment Printing Office, November 1980), p.4.

*Many of these occupations have been filled increasingly by females on a part-
time, part-year basis. In addition, the income from such jobs has been below that
for comparable wage and salary workers. Such information comes from the So-
cial Security Administration’s Continuous Work History Sample file (CWHS) for
1960-75.
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1977 and 1979, however, according to the latest available data by
size, the annual increase in the number of establishments reported
slowed to 2.1 percent.

In general, although these surveys represent only those employ-
ers who have employees, they may also include a fraction of the so-
called “zero employee” firms; these are businesses consisting of self-
employed persons who have a helper during some part of the year,
but not during the week the survey is taken. The majority of the
parent organizations of the establishments surveyed are
corporations.®

A third major source of information on net business formation,
and the major part of the Small Business Data Base, is an index is-
sued by the Department of Commerce in its Business Conditions Di-
gest, based primarily upon the Dun and Bradstreet data ‘on new
business incorporations.” During the past several years, the index
has declined from 126.5 in 1977 to 121.1 in 1980. (The base 1S
1967.) Preliminary data estimate a value of 117.0 in 1981. This in-
dex., which omits many small retail and service firms that do not
seek credit, is at its lowest level since 1974-75, but still aboe the
level of the 1969-70 recession. (See Table 2.5 below.)

‘Tasre 2.5—Index of Net Business Formation

Year Index
1981 117.0 (Estimated)
1980 121.1
1979 131.7
1978 132.9
1977 126.5
1976 117.2
1975 108.9
1974 111.2
1975 115.5
1972 115.5
1971 109.5
1970 107.1
1969 113.5

Source: Department of Commerce, Zureau of Economic Analysis, Busmess Conditions Digest,
various 1ssues.

5 This is a very ditficult group of establishments to chart because they consist of
both self-cmploved persons and wage and salary workers. Steps are currently
underway to increase understanding ot this diverse group

7In contrast to the data in Table 2.4, Dun and Bradstreet data incdude new
proprictorships and partnerships as well
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On a monthly basis, the index tends 1o lead the tu rning points of
the peaks and troughs of the business cycle. During 1980 the index
dropped monthly from a high of 131.0 of its base in January to
4.8 in June. It increased irregulark 1o a new high of 121.3 for
December and again turned downward prior to the peak of the c¢y-
cle in early 1981.

Understanding th - refationships among the three major sources
of information on business formation clearly highlights a major
problem with the Federal statistical svstem.® (See Table 2.6.) Essen-
tally. it is impossible to make a definitive statement on business
formation because the relationships between the legal form of
tax-paving unit and a -corporation dr non-corporite entity is un-
knowi. The major Government establishment anc enterprise sur-
veyvs essentially cover all corporations and a fraction of the larger
proprictorships and partnerships.? As shown in Table 2.6, the rate
of formaton is quite variable depending upon the source used.

Chapter T presented the many different wavs in which small
business mayv be defined. One definition frequently used indicates
that approximately 40 percent of the proprietorships and partner-
ships tormed report less than $10,000 a vear i gross receipts. It
appears, therefore, that a number of the proprietorships and part-
nerships represent part-time or part-yvear businesses.

Very little is known about the many part-time, part-vear busi-
nesses. Most of the statistical data in this country are collected on
the ether 5 million businesses, as discussed in Chapter 1. Although
these businesses are quantitatively smaller in number, they com-
prisc most of the full-time and almost full-time business activity.
The following section examines some recent trends from County
Business Patterns by size class of establishment on these five million
establishments.

Changes En the Number of Establishments by Size Class: 1975-79

The general comments made above concerning the rate of
change of the GNP from 1977-79 are almost equally applicable for

" There is no annual survey to deterimine the total number of new companies.
However. the Small Business Data Base will provide this intormation on a pilot
basis based on Dun and Bradstreet data. The Census Burean updates the Compa-
ny Orgamization Survey annually, but the smallest compantes with under 50 em-
plovees are only contacted on a rotating hasis every three vears.

*United States Department of Cominerce, Bureau of the Census, Enterprise
Statistics, Table 7. Table 7 depicts the legal form of organization of enterprises
covered in the survey.
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TABLE 2.6—Annual Average Increase in Businesses by Data Series for Selected Years

[Percent of Increase)

Type of Business

Data Reporting Sole
Years Series Unit Total Proprietorship Partnership Corporation
- 197074 Internal Revenue Service-Statistics of.Income  Tax Returns — 2.1 3.2 4.2
- 1974-179 Census—Current Population Survey Persons —_ 2.4 —_ —_
1975-178 Dun and Bradstreet—New Incorporations Charters —_ — — 15.5¢
1975-177 Census—~County Business Pattarns Establishments 42 — — —
1977-179 Census—County Business Patterns Establishments 58 —_ — —_
' Data are recorded for all new incorporations; therefore those that fail during the year are included in the annual totals although they may never file a tax return
or participate in a government survey.
Sources: Department of the Treasury, Internal Revenue Service, Statistics of Income; Department of Commerce, Bureau of the Census, County Susiness Patterns
and Current Population Survey (various issues and releases).
Q :
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the 1975-77 period, with the exception that the inflation-adjusted
rate of GNP increase was about | percent higher in 1975-77 (5.4
percent) compared to 1977-79 (4.0 percent). After the bottoming
of the cycle in early 1975, the economy recovered strongly during
this period, with an increase in employment of 2.4 million jobs an-
nually, or about 11 percent during the four-year period. While the
number of establishments rose about 2.5 percent annually during
this period, significant differences may be observed when the size
of the establishments is considered.

The data problems previously outlined in Chapter I prevent di-
rect discussion of the most current number of small firms as op-
posed to the number of small establishments. Available data does
not allow identificatton of the ownership status of establishments.
Thus, until July of 1982, when this information will be available
from the Small Business Data Base, only aggregrate wrends can be
examined. While the number of establishments with employees
rose by 4.2 percent from 1977-79 for all size classes, it declined 1.4
percent for establishments with less than four employees. The
number of such establishments dropped by 36,000 between the (wo
years. (See Table 2.7.) These are net changes and can represent ei-
ther births, deaths, expansions, or contractions of businesses. If the
scale of investment or output needed to enter and sustain a viable
business is rising, this could account for some of the observed
changes. However, businesses in the 1-4 employment size category
did increase 3.8 percent between 1975 and 1977.
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TaBLE 2.7—FEstablishments by Industry Divisions and Employment Size Classes, 1975, 1977 and 1979

[Numbers]
Employment Size Class
Industry 500 or
Year Total 1-4 5-9 10-19 20- 49 50-99 100—499 more
All Industries 1975 4114262 2427651 749305 459793 299428 98276 68684 11125

1977 4352295 2521004 814310 497296 324163 108687 75229 11606
1979 4535653 2484864 895744 568501 375656 129255 91581 13172

Agriculture, Forestry, Fisheries 1975 39979 29767 6317 2644 961 183 98 9

1977 44997 32661 7419 3264 1209 258 177 9

1979 45880 31391 8489 4021 1471 316 178 14

- Mining 1975 24407 10739 3951 3810 3284 1227 1212 184
e} 1977 27755 12403 4485 4244 3645 1391 1360 227
1979 27878 11322 4524 4381 4135 1644 1598 274

Construction 1975 363725 239154 60379 34896 20329 5637 3056 274

1377 439381 296600 72330 40027 21594 5762 2786 282

1978 447273 272498 83569 50012 28761 7977 4105 351

Manufacturing 1975 305937 96110 50682 49477 50367 25438 28194 5669

1977 327850 105101 53844 52542 52984 26843 30437 6099

1979 320605 88009 51497 54148 57225 29491 33551 6684

Transportation, Communications, Utilities 1975 146669 72742 25712 20400 15606 6140 5117 952

1977 166465 82743 28916 22698 18076 7394 5774 864

1979 168062 76159 30534 25001 20495 8347 6493 1033

Wholesale Trade 1975 349812 159706 80822 60807 36208 8888 3858 243

1977 375077 173050 86652 63526 38380 9081 4080 218

1979 302872 162052 90822 69703 43997 11411 4892 265

Retail Trade 1975 1189563 656520 258368 148788 91849 23934 9:.78 726

Q 1977 1254377 684625 277576 161337 100713 27950 10492 684
E lC 1979 1236587 597815 293017 180761 115989 35205 13102 698
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TABLE 2.7—Establishments by Industry Divisions and Employment Size Classes, 1975, 1977 and 1979 (Cont'd.)

Employment Size Class

Industry 500 or
Year Total 1-4 5-9 10-19 2049 50-99  100- 493 more

Finance, Insurance, Real Estate 1975 372245 243712 59580 35708 23031 6454 4074 686
1977 413128 268430 66156 39294 26342 7674 4545 685
1979 424805 262241 73905 44029 29488 9130 5279 733

Services 1975 1117806 738026 189380 97923 55901 20297 13697 2382

1977 1233652 807690 214979 109615 60948 22294 15588 2538
1979 1261955 766630 243892 130375 72675 26000 19263 3120

:’I % Change for 1977-79 4.2 -1.8 10.0 14.3 15.9 18.9 21.7 13.5
All Industries 1975-77 5.8 3.8 8.7 8.2 8.3 10.6 9.5 43
'1f unclassifiable industries are removed from the total, for the 1- 4 employment class, the change in the 1-4 class is 9.6% (compared to 3.8%) for 1975~77
and —7.9% (compared to —1.4%) for 1977—79.
Sources: Department of Commerce, Bureau of the Census, County Business Patierns, U.S. Summary volumes, CBP-75-1, CBP — 77-1, CBP —79-1,
tables 1B.
v Ly IO
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A reduction in the 1-4 employee establishments occurred in ev-
ery major industry. (See Table 2.7.) These smallest sized entities
declined 13 percent in retail trade from 1977-79, 16 percent in
manufacturing, 8 percent in construction, and 5 percent in services
during this period. While some of the decline is probably due to
the continuing effect of increasing scale economies, much of it is,
inevitably, a result of business failures.

When comparisons are made between 1975-77 and 1977-79, the
evidence is strong that the 1-4 employee firms are declining. Be-
tween 1975 and 1977, the number of establishments with 1-4 em-
ployees rose in every industry, and increased nationally from 2.4
million to 2.5 million establishments. (See Table 2.7.) Yet the rever-
sal of the number of businesses in this size group from 1977 to
1979 is particularly striking. In reta.' trade, for example, the num-
ber of establishments with 1-4 employees rose 4.3 percent between
1975 and 1977 and declined by 12.7 percent from 1977 to 1979.

While the number of very small establishments is shrinking, the
number of large establishments is growing. From 1975 to 1977, the
number of establishments with more than 500 employees rose
slightly from 11,125 to 11,606. Between 1977 and 1979, however,
the number rose from 11,606 to 13,172, an increase of 13.4 per-
cent. This increase, while numerically small, represents an em-
ployment increase of about 2.5 million more persons in large
establishments.

Business Failure, Contraction, and Decline:
Number of Failing and Dissolving Businesses

A discussion of business formation is invariably linked with a
statement on business dissolution. A business may dissolve for a va-
riety of reasons including merger, retirement of the owner, failure
with no loss to a creditor, or failure with a loss to a creditor (which
is a bankruptcy). The vast majority of dissolutions in this country
are failures with no reportable loss to a creditor. These are not
normally tabulated by a credit-reporting company such as Dun and
Bradstreet nor by any Federal agency.

The Dun and Bradstreet Company does publish annual statistics
on business failures. These appear to be a combination of court re-
corded bankruptcy petitions,'® plus information on business disso-

'“Based on Dun and Bradstreet data, over 95 percent of the business failures
each year have had liabilities of less than $! million. There is, however, no
known statistical relationship between business size and liability size of the failing

businesses. (
7
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lution reported from the field reporters of Dun and Bradstreet. In
October 1981, for example, Dun and Bradstreet reported 1,312
business failures. This would yield an annual figure of 15,744 fail-
ures if the October figure were representative of each month. In
any event, it would account for only 6.7 percent of the 235,000
firms which leave the Dun and Bradstreet file each year.!!

The Federal Administrative Office of the U.S. Courts, Bankrupt-
cy Division, also maintains statistics on the number of court-re-
corded bankruptcies. In September 1981, there were 3,857 such
filings, and the wtal for the 12- -month period ending” September
1981 was 46,486. This would represent 19.8 percent of the dissolu-
tions observed by Dr. David Birch of the Massachusetts Institute of
Technology (MIT), and three times the Dun and Bradstreet figure
for faitures with a loss to creditors.

There is little agreement on how to divide the number of busi-
ness dissolutions into component parts. Even if 20 percent is ac-
cepted as an upper limit of the percentage of business dissolutions
which are bankruptcies, 80 percent must be accounted for by vol-
untary retirements and dissolution without loss to creditors. The
remainder of this section examines the limited available evidence
on business dissolution by age of the businesss and major industry.

Business Dissolution by Size and Age of the Business

The probability of surviving is related 1o both the size and age of
the business. Table 2.8, which is based upon Dun and Bradstreet
data from 1969 to 1976,'% indicates that new establishments with
under 20 employees have only a 37 percent chance of surviving
four vears in business and a 9 percent chance of surviving 10 years.
[f a business has 21-50 employees, chances of survwlng four years
are 43 percent higher. Survival probabilities therefore rise marked-
ly after a firm passes the 20 employee mark.

The age of a firm appears to have a lesser role in determining
survival probability compared to the size variable. For example,
across all size classes of establishments, data indicate that 63.9 per-
cent of the dissolving firms were less than four years old, 55.6 per-
cent were five to nine years old, and 51.5 percent were more than
10 vears old.'* Therefore, the survival probability by age differs by

""David L. Bitch, The Job (Generation Process, a report prepared by the
Massachusetts Institute of technology Program on Neighborhood and Regional
Change (Cambridge, Mass., 1979). This 235,000 figure is based on a turnover
rate of 5 percent ot the businesses in the Dun and Bradstreet File.

‘2ibid.

H Birch, op. at., Table 4-4.




ERI!

Aruitoxt provided by Eic:

TasLE 2.8—Survival Probabilities and Indices, 196976

(0—20 = 1.00)
Surviving Past Surviving Past Surviving Past
4 Years 9 Years 10 Years
Survival Survival Survival
Initiat Em ployment Probability Index Probability Index Probability Index
Size

0-20 37.4% 1.00 17.3% 1.00 86% 1.00
21-50 536 1.44 35.2 2.03 26.2 3.05
51-100 55.7 1.49 36.4 210 27.4 3.10
101-500 56.4 151 36.8 2.13 283 329
501 or more 67.7 1.82 425 2.46 3.7 415

Note: Data represent dissolutions of firms in the Dun and Bradstreet files from 1969— 76. A large
part of the dissolutions was comprised of business failures.

Source: Harvey A. Garn and Larry C. Ledebur, ""The Renaissance of Concern for Small Business En-
terprise in the United States,” Urban Institute Working Paper 1355—1, February 22, 1980.

less than 10 pescentage points when a firm has been 1n existence
less than four vears, compared to one that has been in existence
more than 10 vears. )

Business Dissolutions by Industry

The previous discussion was concerned with total business fail-
ures in the cconomy. While this is @ useful general economic indi-
cator, it tends to mask the strengths and weaknesses in the
economy which can only be observed at an industry level. Two
sources of information on business dissolution by industry are the
Statistics Diviston of the IRS and Dun and Bradstreet’s Business
Failure Record. (See Table A2.3.) The table lists the number of part-
nerships by industry which filed "final” tax returns in 1978, “Final”
means that the business was ceasing operations, effective with the
filing or this last return. '

In 1978, 10.23 percent of the partnership returns of a total of
1.2 mithon filed were final. By major industry these returns were
distributed as follows: services (25 percent), finance, insurance and
real estate (28 percent), retail trade (20 percent), construction (11
percent). The remaining 16 percent were scattered across other
major industries. Those industries in which partnerships were the

"For example, of the 1.2 million partnership returns filed in 1978, 126,825 in-
dicated that this tax return would be the last one filed by the respective business.
Similar tables for proprietorships will be included in next year's report.
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most likely to dissolve, and their dissolution rates, are found in Ta-
ble 2.9. For example, nearly one-third of the heavy-construction
partnerships were about to cease operations in 1978 according to
these data, and 20 percent of the furniture stores run by partner-
ships were also ready to close. Virtually every one of the industries
listed 1s dominated by small firms.

The Dun and Bradstreet failure data by industry cannot be di-
rectly compared with the IRS data vecause Dun and Bradstreet
does not fully cover the finance, service, or agriculture sectors in its
failure statistics. For those industries which they do cover, how-
ever, the construction and retail trade sectors comprised two-fifths
of the total recorded failures. Small firms comprise the majority of
businesses in those two sectors.

lasre 2.9—Dusolution Rates of Partnershups in 1978

: Dissolutions in
Code Title Descending Rank Qrder

16 Heavy Construction 314
57 Furniture Stores 19.0
716 Misc. Repair Services 17.6
17 Special Trade Contractors - 17.6
54 food Stores 17.1
15 General Construction 16.4
82-89 Misc. Services 15.9
56 Apparel Stores 15.4
42 Trucking and Warehousing 14.9
59 Misc. Retail Stores 14.4

Source: Department of the Treasury, Internal Revenue Service, unpublished data, 1982.

Business Failures: 1980-81

The number of business failures reported hy Dun and
Bradstreet is a valuable indicator of business distress. As shown in
Table 2.10 and A2.4 the increase in reported failures between 1980
and 1981 for those major industries on which Dun and Bradstreet
issues reports has ranged from 32 percent in wholesale trade to 49
percent in construction. While these data exclude key industries, .
such as finance and mining, the largest increase in failures is in in-
dustries with a majority of small firms.'?

13Some effort has been made to establish the degree of relationship between
business failures and the level of the real prime rate. One study showed a corre-
lation between the two variables of .745 from 1978 through 1980 and .755 for the
five-year period 1976-1980. See in particular the National Small Business Asso-
ciation, “Report on Business Bankruptcies,” September 12, 1981, page 4.
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TasLe 2.10—Increase in Business Failures by Industry Divisions,
First Three Quarters of 1980 to First Three Quarters of 1981

[Percent]

Industry Division Percent of Increase

Construction 489
Services 47.4
Retail Trade 413
Manufacturing 37.2
Wholesale Trade 318

Source: Dun and Bradstreet, Monthly and Weekly Failures, various issues.

Recent Trends in Bankruptcies: 1980-81

As discussed above, the trend in business bankruptcies is closely
observed by the Office of Advocacy of the Small Business Adminis-
tration as a signal of business distress. At present, however, the
usefulness of bankruptcies as a small business distress signal is
clouded by a recent extensive revision of the bankruptcy laws. The
Bankruptcy Reform Act of 1978, which became substantially effec-
tive in October 1979, permits businesses to use new and simplified
alternatives to liquidation or closing which may encourage many
small firms to file.

Under previous Bankruptcy law the procedure to reorganize and
rearrange debts was complicated, lengthy and very costly for small
companies. Chapter [1 of the Reform Act simplifies the proceed-
ings and reduces delays for companies that want to reorganize and
remain in business. The more efficient proceedings under Chapter
Il can provide small businesses with a means to survive until the
effect of the recession abates and conditions for financing their
businesses and sales and services improve. Chapter 13 of the Act
also opens proceedings to sole proprietors that formerly were
available only to wage earners. Now any individual with unsecured
debts of $100,000 or less, or secured debts of $350,000 or less, and
sufficient income to permit a repayment plan, may retain company
assets and develop and implement a plan to stay in business under
court supervision and protection. Because the majority of bank-
ruptcies are voluntary, these new provisions of the Reform Act may
modify the predominant trend of filing for straight bankruptcy un-
der Chapter 7, which provides for Ilqu1danon of the company un-
der court supervision.
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Bankruptcy data must be developed for a longer period of time
to separate and assess the impact of the change in the law on bank-
ruptey filings. But grewth in bankruptcies has been affected to
some degree by the economic activity of 1980 and 1981. The
35,214 filings in the ﬁrs} nine months of 1981 were 10 percent
higher than the filings of 1980 for the period. When first-quarter
data for each of the two years are compared, bankruptcies show a
32 percent increase. : )

As noted above, the business failures reported by Dun and
Bradstreet increased 48 percent between 1980 and 1981. Clearly
the bankruptey and failure series are related, with perhaps the cor-
rect increase in the business dissolution percentage somewhat less
than 32 percent as a lower boundary.'®

Contraction of Large Firms Versus Failure of Small Firms

In general, large firms over 500 employees do not simply fail,
they reduce operations and at some later stage cease to exist. Many
smaller firms, already operating at marginal levels, simply fail if
they enter-a downturn.

Growth patterns of establishments studied separately between
1969-72, 1972-74, and 1974-76, using data from Dun and
Bradstreet, suggest that the chances of failure for large firms are
kighest when the firm has undergone a recent large contraction.'?
Large firms, however, have a “cushion” to fall back on while small
firms do not.'" There appears to be little industry variation to this
observed pattern. It is not surprising, therefore, that the available
failure data show that *final” tax returns which are filed tend to be
in industries dominated by small businesses.

"I a shift toward more bankruptey filings took place because of the more re-
laxed laws, the 32 percent overstates the number of bankruptcies that would have
occurred under the old bankruptey law. Therefore, the lower boundary would
probably be below 32 percent.

‘"David L. Birch, Corporate Evolution—A Micro-Based Analysis, a report pre-
pared by the Massachusetts Institute of Technology Program on Neighborhood
and Regional Change (Cambridge, Massachuseuts, January 1981), p. 20. Funded
by the Small Business Administration under grant no. 14151,

'""Ibid. Similar phenomena are observed by Nonna A. Noto and Dennis
Zimmerman, “Federal Assistance to Troubled Firms: An Analvsis of Business
Failure Data.” (Library of Congress, Congressional Research Service, December
1980, draft).
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Dynamices of Firm Growth

The hule that is known in the complex arca of the dvnamics of
firm growth comes from studies using two major data sources: the
Dun and Bradstreet files from 1969-76, and the Social Security
Adminmistration’s Continuous Work History Sample (CWHS) data
file. 'The kinds of questions asked in this area have been those con-
cerned with the “ife eycle™ of firm growth, such as: (1) Do firms
grow steadily or cvelicallvz: (2) What are the probabilites ol ex-
panding, contracting, or remaimng in the same size class over
timez: and (3) What part of overall economic growth is composed
of expanding an existing business versus growth attributable to the
births of new firms and the creation of new jobs?

Rather than growing along a steady path, firms “pulsate”™ around
a longer-tern scecular trend. In fact, recent research shows that
companies with the largest gams during 1969-72 had the highest
odds ol declining trom 1972-74." The companies “tended to over-
extend in one period and pay a price for it. Conversely, the
companies with the largest declines between 1969 and 1972 had the
greatest chances of experiencing a big gain in the next period . ..
along with an above-average chance of dying.”"2?

[t appcears that firm growth corresponds roughly to an oscitla-
ton, rather than to any steady pattern. Such a finding imphes
there is a need o study firm growth by examining a sample of
fivins over a sutficienthy fong time period o adjust for the tempo-
rary, short-run oveles. Such a sample of firms is now being devel-
oped by the Brookings Instituton, under contract to the Small
Business Administration, as part of the Small Business Data Base
Development Program of SBA's Otfice of Advocacy.

The Major Growth Components: Burthy, Deaths, Expansion and
Conttraction

I'he historical rescarch on job generation can only be summa-
rized here. Bssentally, studies based upon the Dun and Bradstreet
hivtonical Markeo Tdentutfier (DM tiles from 1969 o 1976 have
shown that during this tine pertod, 66 percent of new jobs were

- created by firms and establishinents with under 20 emplovees, and
52 percent of the jobs came from autonomous small firms. 2! By ge-

“Bivch, Corporate Fvolution -~ A Micro-Based Analyas, op i
Wibed, po 1N
“'Burch, The fob Generation Process, op. cit | p. Y.
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ographic region, small businesses generated virtualty atl net new
Jjobs in the Northeast, 54 percent in the South, 60 percent in the
West, and about 50 percent in the Midwest. Significant differences
by major industry divisions are noted when job creation is divided
into its two major segments of births and expansions. Much of the
earlier work in this area was only summarized at the all-industry
tevel. Job creation is examined below by the major components of
births less deaths and expansions iess contractions, by industry.

For example, while very small manufacturing and retail trade es-
tablishments (I1-4 employees) generated 26 percent of the new jobs
from 1969-76 through births, the other three quarters came from
expansion. In the services and agriculture industry sectors the op-
posite was true. Therefore, as a public policy matter, the emphasis
on encouraging new business formation versus the preservation of
existing firms has an industry-specific dimension which should be
understood in public policy discussions of job creation. Of the
smaller establishments where jobs were generated through expan-
sion, about one-half” of the establishments were under eight years
old. In larger establishments, only 20 percent of job expansion
occurred in establishments under eight years old. '

By implication it appears thnt the scale of business operations is
rising. Put differently, a larger business size is now needed to re-
duce (or spread) average costs sufficiently to remain in business.
Included in these costs are costs of regulation, costs of information
and processing, and costs of inertia.?? '

SECTION HI: SMALL BUSINESS PROSPECTS
DURING A RECESSION

While the experiences of small firms during the peaks and
troughs of a business cycle are of general interest, it is the bottom
part of the cvele that generally gives rise to an increased demand
for Government intervention. At the trough of the cvcle, the profit
position of a small firm is at its lowest, and business failures are
usuathy at their highest.

22(n these points sec Willtam AL Brock and David S, Evans. " The Impact of
Federal Regulattons and Taxes on Business Formauon, Dissolution, and
Growth.” Prepared under grant no. SB-1A-00006-01-0 with the Office of Ad-
vocacy, Small Business Administration, draft final report December, 1981. See
also Alvin D. Star, “Concentration ire Retail Trade and Services.” Prepared under
contract number SBA-2649-OA-79, Summer, 1981, Oftice of Advocacy, Small
Business Admtmstration.
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Our knowledge of usiness cycle phenomena at this early stage
of research is limited to the conclusions from only a very few stud-
ies. However, from these studies, a pattern emerges concerning the
effect of a recession on the profit levels of firms, on the ability of
firms to maintain their market (sales) shares, on the ability of firm?&
to create jobs, and on the ability of firms to respond to changing
economic conditions. While these and other statements on firm dy-
namics must be considered preliminarv, they are included here to
stimulate policy discussions.

Output and Profit Shifts

A recent study of the effect of a recession on small business out-
put ranked the most cyclically sensitive industries during the entire
1955-76 period as follows (in descending order):?*

Sensitivity to Business Cycles

) Manufacturing (HIGH SENSITIVITY)

Transoortation, Communication,
Public Utilities

Retail Trade

Services

Mining

Finance, Insurance,

and Real Estate (LOW SENSITIVITY)

)
(6
(7
(3

—_ — = =

In the above list, the three most cyclically sensitive industries,
manufacturing, wholesale trade, and construction, all reflect shifts
in the demand for durable goods over the course of the business
cycle. Of these three industries, two of them, wholesale trade and
construction, are dominated by small firms. However, retaii trade
and services, the growing small business sectors which comprise
over half of total small business employment, were somewhat iess
sensitive to the business cycle than construction and wholesale
trade. Therefore, a comprehensive measure of the effect of reces-
sion on small business output tends to be dominated by the weight

B3 An Analysis of the Effect of Recessions on Small Business Output. a report pre-
pared by Joel Popkin and Company (Washington: United States Small Business
Administration, July 1981). Prepared under grant no. SBA-1A-000-26-01.
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of the retail trade and service industries. Clearly these industries
tend to mitigate somewhat the impact of recessions on the entire
small business sector. These overall effects do not lessen, of course,
the industry-specific increases in business failures observed above,
particularly in construction, during the current pericd.

During the 1974-76 recession, one study observed the incrcase
in business failures which occurred in non-service firms during this
period. The author concluded that the death of non-service firms
(particularly in durable goods manufacturing) was counterbal-
anced by the growth of service firms. The conclusion is that service
firms took some of the “sting™ out of the 1974-76 recession 2*

Proftts and Their Distribution By Size Class: 197476

Very few studies have been conducted on the change in profit
levels by size of company during recessions. The latest information
which exists tends to support the hypothesis that small firms do not
maintain their profit position as well as large firms during periods
of economic contraction. The counter-cyclical behavior of service
firms notwithstanding, staall firms function in a “shock absorber”
role during the cycle in reacting to changes over which the firms
have little control.*> That is, smaller companies tend to absorb
more of the impact of a recession than larger firms. The result is
frequently a rapid destruction of the pro“t position of many small
firms during a cvele because of relatively inflexible (or fixed) fac-
tors of production. In addition, the various effects of inflation and
tight money, as discussed in the next chapter, tend to exacerbate
this situation.

During 1974-76 total profits rose {or larger businesses and fell
for smaller businesses.*® To be more specific, when the percentage

M Birch. Corporate Evolution—A Micro-Based Analysis, op. cit., p.46. Services
grew at an annual average rate of Y percent even during the 1974-76 recession
compared to 0.9 percent for total employment.

»*David E. Mills, "Competitive Industry Structure with Demand Flucluations”
(unpubhshed paper presented at the 1981 annual meetings of the American Eco-
nomic Association, University of Virginia, December 1981).

** Popkin, op. cit. Bruce D. Phillips, “Recent Trends in the Distribution of Em-
ployment by Business Size and Industry,” presented at the annual meeting of the
American Statistical Association, Detroil, Michigan, August 10-13, 1981, forta-
coming in the Procesdings of the American Statistical Asseciation. 1981 and puhlished
in Statistics of Income and Related Administrative Record Research, United States
Deapriment of the Treasury, Internal Revenue Service. (Washington: Govern-
ment Printing Office, October 1981), pp. 77- 87. Comparisons are drawn for the
period 1972-76, a slightly longer period which should not affect the results.
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of profits rose in the construction, transportation,; communication
and utitities, and service sectors from 1972-76 for targe businesses,
it fett in the respective smalt business sectors. (See Table 2.11.) Fur-
ther, when the share of profits remained constant in the finance,
isurance, and reat estate industry for targe business, it fetl in the
small business sector. From these data, it appeared impossible for
small firms to increase their share of profits during 1974-76 unless
the profit share first rose substantiatly in targer firms. Conversely,
dectines in profit in large firms frequently had devastating eftects
on the profit position of small companies.

Another recent study, based upon Federat Trade Gommission
data during the 197476 recession, and funded by the Small Busi-
ness Administration, showed that in non-durable manufacturing,
profits rose in targe companies with assets greater than $5 miltion
and dedhined in smalt companies ?” Thus, once again, there ap-
peared to he a shift of profits and sates awav from smalt firms dur-
Ing a recession,

Pawie 20 Changes in the Small Business Profet
Share for Selected Industries, 1972-76

[Percent]

T Small Business Large Business
Industry Profit Share Profit Share
- o T 1972 1976 1972 1976
Constructon 17 16 09 A1
Transportation, Communications, Utilities 10 08 09 10
Services excl. households 25 21 05 06
Finance. Insurance, Real Estate 27 22 30 30

Note: Profit 15 defined as a share of gross product onginating, not as a rate of return on invest-
ment. Small firms are defined as those with 500 or fewer employees

Source Adapted from Joel Popkin and Company. “Strategy for a Micro-Data Base for Small Busi-
ness’ progress report of March 12, 1980 Prepared for the Small Business Administration under
contract no. 2624—0A-79

Job Generation and Recession

F'he onty evidence in this area is based noon unverified data
from the Dun and Bradstreet fites from 1974 to 1976. As shown in

P Men Lamary, Monutoring the Behavior of Small Manufacturing Firms tn the Re-
cesston, a report prepared for the SBA Office of kconomic Research (Washing-
ton: United States Small Business Administration, March 10, 1981). (The results
were not statsteally significant in durable manafacturing.)
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Table 2.12, establishments under 20 employees continued to gen-
erate the majority, that is, 65 percent, of new jobs during the
1974-76 cycle.?® This figure is 39 percent higher than their overall
percentage of total employment, and reflects continued growth in
the service sector during the recession. The net result of such
growth was to leave the employment share in the small business
sector virtually unchanged during the recession and preceeding
period.

in the Popkin study referenced above, data indicate that the em-
ployee compensation component of gross product originating
showed no significant trend during the 1955-1976 period when
compared with declines in overall gross product originating across
all industries. Small firms would have been expected to lay off
workers during the cycle; if anything, the opposite seems to be the.
case.? Small businesses try to retain key personnel during the busi-
ness cycle possibly to a greater extent than larger companies. The

TasLe 2.12 —New Job Creation by Size Class 1974-1976

Net Job Creation

Establishment (Percentags change Percentage of
Size Class by size class) New Jobs
0-20 5.0 65

21-50 -0.1 —
51-100 -09 —
101-500 -0.8 —
501+ 4.2 35

Total 2.2 100

Source: Adapted from David L. Birch and Susan McCratken, '‘Corporate £volution—A Micro-Based
Analysis.”” MIT Center on Neighborhood and Regional Change, supported by grant 14151 from the
Smali Business Administration's Economic Research Division, January, 1981, p. 41.

* Birch, Corporate Evolution—A Micro-Based Analysis, op. cit. To put this in per-
spective, total employment grew 2.4 percent annually from 1970-80, and 0.9
percent annually from 1974-76. Employment in establishments of under 100 em-
ployees grew 2.6 percent annually over the 1974-76 period. Small establishments
under 20 employees comprised 25 percent of total employment in 1976.

290Of course, workers in small firms may shift between other small firms during
recessions, or start businesses of their own. These trends also appear to occur in
spite of the union agreements of the large corporations. Moreover, in certain
kinds of small service and high technology firms, differential wages between
large and small firms may be substantially lower then in older, mose labor-inten-
sive industries, tending to reduce the incentive for releasing personnel during
recessions. Clearly this is a complex subject requiring ‘extensive research before
definitive statements can be made.
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reasons for this may be twofold. The first concerns the specific
knowledge of the employees in a small firm, and the difficulties or
costs in retraining other workers for the same jobs. The other, pos-
sibly more important, explanation involves the “lumpiness” of the
factors of production. Briefly stated, a minimum number of work-
ers is needed to maintain an effective business. Without this mini-
mum number of personnel, a business cannot perform its vital
functions and ceases to exist.

The Dynamics of Firm Growth and the Need for Longitudinal Analysis

Firm dynamics are concerned with a firm’s growth over its entire
life cycle and the factors which influence that growth. Little is
known about this complex subject since detailed longitudinal data
have not been available to provide answers to such questions as the
following: Do firms grow steadily or cyclically in various economic
sectors or are external factors more important to firm growth than
the individual attributes of a firm? .

While preliminary research indicates that births and deaths of
small firms fluctuate over a wider range than larger firms, it is not
yet possible to test plausible explanations. New business formation
seems to occur more frequently during a recession, as the unem-
ployed seek to become self-employed. Additionally, according to
Dr. Birch, mergers appear to occur at a more rapid rate, often to
the detriment of small firms.?°

With the unemployment rate at 8.8 percent in January 1982, the
importance of small businesses as job generators mandates that the
ramifications of Administration policy be carefully understood.
Given the paucity of data and analyses on small firms, a major poli-
¢y concern should be to develop a clear understanding of the dy-
namics of small firm development over its life cycle.

Considerable efforts are being made to develop an economic
data base which will permit longitudinal aralysis by firm size and

# Birch, Corporate Evolution—A Micro-Based Analysis, op. cit. Dr. Birch exam-
ined changes in employment and in the number of establishments from 1969-76
that were acquired by larget firms during 1969-74. He found that the “shelter”
argument of acquisition had little or no validity. Dr. Birch concluded that the
number of establishments dying and those losing employees are exactly the op-
posite of what the shelter argument would predict (i.e., being acquired by a large
firm acts to shelter a small establishment from recession). In essence, deaths and
contractions of establishments acquired from 1969-74 were three to four times
greater than for those entities remaining independent. During a recession small
firms have a better survival probability when they remain on their own as op-
posed to being recently purchased by a larger conglomerate.

i 90




industry sector. This work will permit consideration of the creation
of a more flexible policy toward small firms.

SECTION IV: LONGER TERM TRENDS IN SALES AND
EMPLOYMENT IN THE SMALL BUSINESS SECTOR

An examination of longer-term trends in the composition of
sales and emplovment by business size shows a declining market
share of companies with under 20 employees and a rising scale of
production necessary for successful market competition. Data indi-
cate that small establishments under 100 employees <.em to be
growing, and in some cases even thriving, although these busi-
nesses are frequently found in industries which have had growth
rates below the national average.

Trends by Business Size: Declining Sales and Stable Employment

From 1958 to 1977, the sales share of businesses having under
500 employees declined by roughly 10 percent, and the employ-
ment share by 3 percent. Table 2.13 depicts the sales and employ-
"~ ment share of firms for eight size classes of ccmpanies during this
time period. In particular, the small business sales share declined
by 4.7 percent during 1972-77 alone, compared to 10 percent dur-
ing the last 20 years. The employment share declined by less than 1
percent during 1972-77, and by 2.7 percent from 1958-77. These
changes are discussed in detail by industry in the next section.

The data in Table 2.13 indicate that a sales shift from companies
of under 20 employees to larger firms (those with over 500 em-
ployees) has been occurring. Column six of Table 2.13 iliustrates
that firms with 0-19 employees lost 4.5 percentage points of their
share of sales from 1972 to 1977, and firms with more than 5000
employees gained part of this percentage.®! The remaining shares
were absorbed by companies between 500 and 5000 employees. In
the small busmess sector, very small companies, which lost about
one-third of their sales share between 1958 and 1977, are in an
accelerating downslide, and very large business would seem the
beneficiary.

'Inter-firm transfers of sales shares were not available. In addition, a market
transfer could only be measured if absolute sales were identical for very small
and very large enterprises. In fact, the sales of the 5000+ companies exceed
those of the under 20 employee companies by a ratio of approximately 2:1 in the
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TasLe 2.13 —Distribution of Sales and Employment
by Employment Size of Firm, 195877

[Percent]
Year
Employment Size Class Change:
1958 1963 1967 1972 1977 1977-1972
Sales

Smaf! Business

0-19 30.9 28.1 26.4 257 21.2 -45
20-99 17.9 17.9 18.0 18.6 18.2 -0.4
100- 249 1.5 1.2 1.7 1.1 7.4 0.3
250 - 499 4.7 44 48 46 4.5 -0.1
Total Small (61.0) (57.6) (56.9) (56.0) (51.3) (—-4.7)

Business
Large Business

500999 4.0 43 39 4.0 4.4 0.4
1,000~ 2,499 5.2 5.1 49 5.2 5.7 0.5
2,500~ 4,999 4.1 42 41 41 5.0 1.1
5,000 or more 25.7 28.8 30.2 30.8 336 2.8

Employment

Small Business

0-19 233 22.4 21.7 22.0 21.6 -04
20-99 18.0 17.6 18.3 19.2 18.5 -0.7
100~ 249 8.3 1.9 8.0 1.6 1.6 0.0
250 - 499 5.6 5.1 5.2 4.6 48 0.2
Total Small (55.2) (53.0) (53.2) (53.4) (52.5) (—0.9}

Business
Large Business

500-999 49 4.7 4.2 4.0 4.2 0.2
1,000 2,499 6.4 5.9 5.3 5.1 5.2 0.1
2,500- 4,999 49 5.1 44 43 45 0.2
5,000 or more 28.6 31.3 329 33.2 33.6 0.5

Source: Department of Commerce, Bureau of the Census, Enterprise Statistics, various issues.

A similar finding on the transfer of market share from very
small companies to larger firms was reported by Joel Popkin in a
study measuring the share of GNP contributed by firms of varying
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sizes.”® The GNP share contributed by firms with under 20 em-
ployees declined by 3 percentage points between 1963 and 1972,

and the GNP share of companies with over 5,000 employees rose.?
When these changes were analyzed by the five major components
of gross product originating,* the largest decline occurred in the
share of profit flowing 10 the 0~ 19 employee companies.?

Employment Stability

The small business sector has shown relative employment stabili-
ty, despite its falling share of GNP. (See Table A2.5.)%% The em-
ployment share of companies with under 500 employees was only 2
percentage points lower in 1977 than it was in 1958, 55.2 percent
versus 52.5 percent, respectively. The changes that did occur were
generally confined 1o the one size group of under 20 employees.*?
In the aggregate there has been little movement in the employment
share of small firms.

In contrast, from 1967-77 the small business share of sales, em-
ployment and GNP declined in all of the six industry divisions in-
cluded in the economic censuses for those years. The stability of
employment exhibited by all small business is not an indication that
firms with declining sales and profits are stable as individual enti-
ties. Several offsetting trends may have caused this fairly constant
employment share. These include the difficulty of releasing em-
ployees during economic contractions coupled with-large expan-
sion in the service sector, which may have offset declines in the
non-service traditional small business industries, such as retail
trade.

.'/’ =
¥ Measures of Gross Producl Originating in Businesses with 0-19 “mployees and
5,000 or More Employees, 1963 and 1972 Task 9, a report prepared by Joel Popkin
and Company (Washington: United States Smatl Business Administration, De-
cemb.or 1981). Funded by SBA under contract no. 2624-0OA-79.
| 231bid.
MThe components are employment compensation, net interest payments, indi-
rect business taxes, capital consumption allowances. and profit.
33 Popkin, op. cit, Table 2.
3% Gross Product Originating in Small Business. Preliminary Estimates for 1976 and
Revised Estimates for 1972 and 1963, a report prepared by Joel Popkin and Com-
pany (Washington: United States Small Business Administration, 1979), under
contract no. SBA-2624-0A-79.
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Gross Nationnl Product Trends by Industry within the Small Business
Sector

As with miany aggregate statistics, the total, mask the relation-
ships that occur at the tnajor industry level. From the late 1950’s to
the mid 1960’s, small businesses with 500 or ‘ewer employees had a
declining share of GNP in the construction, manufacturing, trade,
services, and mining industries.*® Their share increased only in
transportation, communications, and utilities and in finance, insur-
ance and real estate. (See Table A2.5.) Small business generally did
not make gains in GNP shares if the share of the industry division
of which it was a part was constant or declining.

Small business GNP declined from 1955 to 1963 in every major

.industry except the transportation and finance sectors, which were
the two industries with the smallest share of small firms.*® In min-
ing and manufacturing, the small business GNP shares of the re-
spective industries declined 8 and 5 percentage points, respective-
ly, between 1955 and 1963. The shares of total GNP for those
divisions were also declining. In construction and trade, small busi-
ness GNP decreased 3 and 5 percentage points, respectively, while
the industry division shares of the total were constant: In the serv-
ice sector the small business GNP share decreased slightly as the di-
vision share grew. In transportation, communications, and utilities,
small business GNP grew as the industry division share declined.

Recont Declines in the Small Business Share of GNP: 1967—77"\

The small business share of GNP shifted from 42 percent in
1967 to an estirnated 38 percent in 1977. These aggregate statistics
include the two indus ry divisions of trensportation, communica-
tion, and utilities; and finance, insurance, and real estate. From
1967 to 1977 significant downtrends in the small business shares
occurred in manufacturing, mining, wholesale trade, retail trade,
and finance. Smaller declines occurred in construction, services,
and transportation. Retail trade, the industry that includes almost
one-third of small enterprises, showed the largest decline: 8 per-
centage points. Also, instead of gaining in their share of GNP as
their numbers increased, small service businesses experienced a

3 Eyen in companies of under 20 employees, employment compensation has
declined very little. Changes in employment by major industry and three size
classes on a micro-basis between 1972 and 1977 are found in Table A2.6.

38 Popkin, op. cit., see Appendix Table A2.5.

3 Popkin, op. cit.
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drop of 2 percentage points in their share. Thus the small business
share of GNP declined in all sectors from 1967 to 1977. No sector
of small business can be characterized as a leading sector or a
growth point for the period 1967-77. Even in the area of services
where small business appears to do best, the absolute share of GNP
produced by this sector declined.

Recent Trends in Industry Employment: 1967 -77

Falling shares of small business GNP in most industries have
been associated with falling sales and profit shares but relatively
constant employment shares. For major industries, the small busi-
ness employment share was essentially constant between 1967-77.
Between 1972 and 1977 it rose in four major sectors: construction,
manufacturing, transportation, and finance. It declined in mining,
agriculture, wholesale and retail trade, and services *° With the ex-
ception of mining, the latter are the traditional “small business in-
dustries.” Of those industries traditionally dominated by small
tirms, retail trade had the largest decline in GNP share from 1970
to 1976. Once again, this constancy of employment shares reflects
growth trends by mAJ()r industry. :

As with changes in small firm GNP, changes in aggregate em-
ployment obscuie changes at the level of the individual firm. As in-
dicated in Table A2.6, mining firms, with a declining proportion of
small firm employment, added 47 employees per firm on the aver-
age between 1972 and 1977, while service and retail trade firms av-
eraged about 30 new employees per firm.*! Only through individu-
al firm data can the impact of employment changes on factor costs
be studied in a meaningful manmner.

The relatively large decrease in the GNP share of retail trade is
most apparent in the 0-4 employee size class. It would seem that
the efficient scale of operations has risen significantly and that the
very small “mom and pop” type operations can no longer comeete.
with large chain operations.*? Further evidence of the dlsappear-
ance of very small business operation$ comes from the data in the
Census Bureau's Enterprise Statistics on zero-employee firms.*® Ta-

** Phillips, op. cit.

‘" Appendix Table A2.6 is derived directly from the Small Business Data Base.

**Alvin D. Star, Concentration in Retail Trade and Services, a report prepared by
Alvin D. Star, Consultant, (Washington: United States Small Business Adminis-
tration, 1979), under contract no. SBA-2649-0A-79.

43A zero-employee firm is a business consisting of an owner who has an em-
ployee part of the year, but not duri' | the week the Census Bureau takes its sur-
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ble 2.14 shows changes in sales and employment shares fh zero-em-
ployee firms from 1967 to 1977. The decline in sales shares is seen
in corstruction and services, where declining sales shares were
accompanied by rising numbers of zero-employee firms, indicating
declining sales per enterprise. Therefore, as with companies that
have wage and salary employees, zero-employee firms have also ex-
perienced declines in sales with increasing numbers of firms.

‘The role of mergers and acquisitions in reconciling these sales
and employment trends is uncertain. The Phillips study referred to
earlier indicates a consistency between consolidations by large
firms in growing industries between 1972-77, and declines in the
market share of small firms in growth industries. The cause and ef-
fect relationships are not well-defined, and a study showing how
merged firms pool their assets and personnel should be conducted
before a substantive statement is made.**

Tapee 2.14—Share of Employment and Sales of Ztro-['.‘mploy;t Firms, 1967, 1972 and

1977
[Percent]
Shares
1967 1972 1977
Employment
Construction 58.26 55.61 60.36
Retail Trade 43.16 48.07 31.79
Services : 62.34 65.66 65.41
Sales
Construction 1.53 494 6.76
Retail Trade 6.54 6.30 322
Services 11.76 13.25 8.66

Source: Department of Commerce, Bureau of the Census, 1977 Enterprise Statistics. General Re-
port on Industrial Organization, Table 3; 1972 Enterprise Statistics, Part |, General Report on Indus-
trial Organization, Table 3; and 1967 Enterprise Statistics, Part |, General Report on Industrial Orga-
nization, Table 3-1.

vey. These zero-employee firms were 48 percent of total companies covered in
the Enterprise Statistics program of the Bureau of the Census in 1977,

4 Phillips. op. «it. The merger data was hased on the last comprehensive Cen-
sus survey of mergers and acquisitions in 1976, and is not totally representative
of the entire time period of 1972-77.
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Summary of 1967-77 Sales and Employment Trends

The changes from 1967-77 in shares of large and small enter-
prises are summarized in Table 2.15. The bottom half of Table

2.15 sevarates the sinall business enterprises which are defined as

firms with under 500 employees into companies with [-99 employ-
ees, and 100-499 employees.

g

Fastr 2.15—Small and Large Shares of Number of Businesses, Sales, Employment and

GNP,

19671977

.

Small Business
Enterprises under 500 Employees

Large Business
Enterprises over 500 Employees

A constant share of total businesses (Ap-
proximai~ly 99 percent of the totat and in-
dustry divisions.)

A declining share of sales or receipts
(Shift from 57 to 52 percent of total with
declines for alt industry divisions.)

A smal_] decrease in share of employment
(Shift from 53 1o 52 percent in total with
decreajses tor all industry divisions.)

A déelinmg share of private sector GNP
(Shift from 52 to 48 percent in totai with
decreases in all industry divisions.)

A relatively constant share of total busi-
nesses (A fraction of 1 percent of the total
in all industry divisions except manufactus-

- ing which was roughly 1 percent.)

2. 1 An increasing share of sales or receipts

(Shift from 43 to 48 precent of total with in-
creases for all industry divisions and sub-
stantial gains in small business areas of
trade and construction.)

An increase in share of employment (Shift
from 47 to 48 percent in total with increases
for all industry divisions and significant in-
creases in small busiress areas of trade,
services and construction.)

An increasing share of private sector GNP
(Shift from 48 to 52 percent of total and in-
creases for all industry divisions with sub-
stantial gains in trade. and finance, insur-
ance and real estate.)

Small Business

[

Enterprises in 1-99 Employee Class)

[Enterprises in 100~ 499 Employee Class]

1.

Slight deciine in share (percent of busi-
nesses) from 52 to 51 percent but with in-
crease in retail trade share.

Decline™in sales share from 42 to 39
percent but with increase in construction.

Slight increase 1n employment share with
decreases in most industry division
shares.

1.

3.

Small decline in share of businesses with ir-
reguiar change in industry division shares,

Decline in sales share from 13 to 12 percent
but with gains in share of retail trade, serv-
ices and manufacturing.

Decline in employment share from 13 to 12
percent but with increases in retail trade and
service shares.




SECTION V: STATE EMPLOYMENT GROWTH 1977-79

During 1977-79, the total employment growth (change in the
number of jobs) of the ten fastest growing states in the United
States ranged from 33.2 percent in Wyoming to 16.2 percent in
Mississippi.*> As seen in column three of Table 2.16, the fastest-
growing states were all concentrated in the Western part of the
United States. With a few exceptions, the pattern of growth in es-
tablishments with under 100 employees followed this same trend,
as shown in-columns 1 and 2 of the top half of Table 2.16. The ex-
ceptions which deserve mention were the unexpected growth of
small establishments with under 20 employees in Idaho, and those
with under 100 employees in Maine. In both of those states, how-
ever, the loss of large establishments with over 500 employees was
responsible for the very high growth observed in the small business
sector. The overall impression from the data is that rapidly
growing states also experience rapid small firm growth.

The percentage of growth accounted for by small establishments
under 100 employees is generally larger in the rapidly growing
states than in the rest of the country, although there is substantial
variation. For example, from 1977-79, establishments under 100
employees, which account for roughly 49 percent of employment
growth nationally, accounted for 85 percent in Wyoming, 64 per-
cent in Colorado, 61 percent in Florida, and 54 percent in Arizona.
In general, then, the growth of employment in small firms forms a
larger proportion of total growth than employment expansion in
large establishments in rapidly growing areas. This variation in the
percentage of growth accounted for by small establishments is di-
rectly related to the proportion of heavy industry within .in area,
which is almost always conducted in larger establishments.

Table 2.17 indicates the net employment chang. from 1972 o
1977 in three size classes of firms: 1-9 employees, 10-99 employ-
ees, and 100-499 employees. The data indicate how many employ-
ees, on the average, were added to the firms in each state and size
class during this period. Firms were classified according to their
employment size class in the base year in Table 2.17. A small firm
with {our employees in 1972, which grew to 15 employees in 1977
would still be shown in the 1-9 size class in the table. Thereforc,
statements of negative growth reflect real decreases in average
company size. For example, for the U.S. as a whole, all firm= of 1-9

**The U.S. average for this period was 11.8 percent based on the Unemploy-
ment Insurance (UD file of the Department of Labor, Bureau of Labor Statistics.




TABLE 2.16 —Ten States of Fastest and Ten States of Slowest Employment Growth in
Small and Total Establishments, 1977-79

Establishment Employment Size

Small Establishment Size Class’

Column 1: Column 2: Column 3:
Under 20
Rank: Employees 20~-99 All Size Classes
Fastest-Growing States, 1977— 1978
(Descending Order) )
1 Wyoming Wyoming Wyoming
2 Nevada Arizona Arizona
3 Florida Nevada Nevada
4 Arizona Florida Florida
5 Catifornia Colorade Oregon
6 Colorade New Hampshire Washington
7 Oregon Oregon Celorade
8 Washington Washington California
9 Mississippi California Texas
10 Idaho Maine Mississippi
Slowest-Growing States, 19771979
(Descending Order)?
1 lowa Alaska Alaska
2 Winois District of Columbia West Virginia
3 New York Illinsis Rhode Island
4 West Virginia Hawaii New York
5 Rhode island lova ; Maine
6 South Dakota New York Delaware
7 Wisconsin Nebraska Nebraska
8 Ohio Rhode Island lowa
9 Nebraska Pennsylvania Pennsyivania
10 Michigan Wisconsin Vermont

' Small establishments are defined as those with less than 100 employees.
2Descending order means the fastest (slowest) growth state is ranked first.
Source: Smali Business Administration, Office of Advocacy,
Small Business Data Base, based upon the

Unemployment Insurance (Ul) System, of the
Department of Labor, Bureau of Labor Statistics,

unpublished data.

employees lost 0.2 employees on the average, while the average
gain of firms with 10-99 employees was 2.1 employees. For those
with 100-499 employees the gain was 22 employees. The states
with the fastest employment additions to their firms (see Table
2.16) correspond almost totally with the data in Table 2.17.
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Some of the fastest-growing states in the largest size catégory of
100-499 emplovees, such as Arkansas and New Mexico, do not ap-
pear in the list of the ten fastest-growing states in Table 2.16. How-
ever, they are in the second ten fastest-growing grouping. Table
2.17 translates the aggregate-type observations above to the level of
the individual firm. For example, the high growth shown in
Wyoming means a net emplovment increase of about five employ-
ees per company during the 1972-77 period. Total employment
growth would reflect this increase in employment in existing firms,

FaBLe 2.17 —Average Net Employment Change by State and Employment Size,
1972-1977
Employment Size Class®
State 1-9 100 499

United States Average --0.16

Alabama -0.11
Alaska 2.22
Anzona -0.24
Arkansas -0.13
California -0.11
Colorado -0.07
Connecticut -0.24
Delaware -0.26
Dist. Col -0.65
Florida -0.38
Georgla -0.30
Hawaii -0.31
ldaho 0.30
Hlinois -0.15
Indiana 0.01
lowa -0.06
Kansas -0.10
Kentucky -0.04
Louisiana 0.0

Maine -0.14
Maryland -0.21
Massachusetts -0.43
Michigan -0.22
Minnesota -0.05
Mississippi -0.07
Missouri -0.12
Montana -0.09
Nebraska -0.08
Nevada -0.07
New Hampshire -0.21
New Jersey -0.27
New Mexico -0.13
New York’ -0.23
North Carolina -0.27
North Dakota 0.20
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TasLe 2.17 (Co'nlinued)—Awmge Net Employment Change

by State and Employment Size, 1972-1977

Employment Size Class’

ERI

State 1-9 10-99 100- 499
Oklahoma -0.13 35 8@
Oregon -0.07 3] @ 33
Pennsylvania -0.22 1.4 18
Rhode Island -0.30 1.3 = 30
South Carolina -0.25 1.6 9 «
South Dakota 0.07 3.1 20
Tennessee -0.19 0.9 = 18
Texas -0.12 3.1 36 @
Utah 0.29 40 @ 4H @
Vermont -0.19 2.4 19
Virginia —-0.40 1.3 25

. Washington -0.07 319 @ 25
West Virginia -0.05 2.7 34
Wisconsin 0.00 31 23
Wyoming 0.15 45 @ 33

' Small businesses are defined as firms with less than 500 empioyees.

*One of the ten smallest net employment changes from 1972 to 1977 for this firm employment
size category.

@0ne of the ten largest net employment chénges from 1972 1o 1977 for this firm employment
size category.

Source: Small Business Data Base tabulateq by Brookings Institution from Dun and Bradstreet's
Market Identifier File.

plus addit uns to employment from new business startups during
the period. _
The slowest-growing states from 1977 to 1979 were generally lo-

_cated in the New England”and Middle Atlantic Regions of the
‘United States. The only exceptions were in the Plains States of

Nebraska and lowa. In general, the slowest-growing small
establishments were also confined to these states, witl}; several
exceptions. i

Maine, Delaware, and Vermont, although among the 10 slov/est-
growing states, experienced moderate growth in their small busi-
ness sectors. In Maine and Delaware, the large establishments with
over 500 employees that left the state appear to have been partially
replaced by small establishments under 100 employees.

Table 2.17 shows what slow growth means at the firm level for
those companies that were in business in 1972 and again in 1577.
For example, within the 10-99 size class, the rapidly growing states
added three to four employees per company during this period,
while the slowest-growipg states added between one and two em-
ployees, or roughly one-half-the increase of the high growers. If
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the average numbers in Table 2.17 were multiplied by the appro-
priate baseline numbers >f firms, a direct estimate of that portion
of employment growth due to expansion would result.*®

A final summary r.easure on the economic health of states from
1972 to 1977 is a ratio of the percentage of firms increasing em-
plovment to the percentage decreasing employment, for those,
firms existing in both 1972 and 1977. For the couniry as a whole,
an equal number of firms with under 10 employees gained and lost
emplovees; for those firms with 10-99 and 100-499 employees,
the comparable ratios were 2.2 and 2.7, respectively. Thus the
larger firms were three times as likely to increase employment as
smaller firms.*?

Many of the largest states, excluding Texas and California, are
losing employees in the smallest size firms. The gainers, once
again, seem to be in the rapidly growing smaller states like Nevada
and Wyoming. In the larger size classes the states in the Western
part of the country seem to be adding emplovees fastest, such as in
Utah, Oregon, Oklahoma, Texas and Washington. The states on
the East Coast, such as Delaware, Maine, Massachusetts, and Rhode
Island, as well as the District of Columbia, are adding employees at
the slowest rate.

@ SECTION VI. SUMMARY

In the United Siates, dynamic economic change is a certainty.
For the small business sector this has meant continued growth in
the number of enterprises in most sectors of the economy, with the
largest wecent growth in the service sector. Small businesses have
continudd to generate millions of new jobs. Yet the future survival
of the stallest businesses in this country, those with less than 20
employees, has come to be less certain. The number of small estab-
lishments in retail trade and manufacturing has declined due to
the larger scale of output needed for successful competition, and
the rumerous regulations and taxes imposed on small firms.

It is possible tlat scale economies combined with increasing fixed
costs of regulation have made it more difficult to operate a very
small business. The statistical evidence on new business formation,
however, indicates that businesses continue to form at a rate of
about 2 to 4 percent annually. This appears to be true even during

8 Absolute data are not shown because the data in Table 2.17 are based on only
a sample of records from the Small Business ™ ta Base rather than a universe
count, which is unavailable for both of those years,

‘7See Table A2.7-A2.9.
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recessions. In addition, both the number of businesses with em-
plovees ancd *he number of businesses operated by self-employed
persons are increasing at approximately equal rates.

The recent targe increase in the number of self-employed per-
sons may calt into question some of the significance of the dectine

in very small establishments. A transfer may be occurring from

wage and salarv employment in very small establishments to setf-
emplovment on a continued basis. However, the significance of this
trend on the smalt business sector has not vet been analyzed.

In the aggregate, the GNP share of the small business sector (en-
terprises with less than 500 emplovees) is declining, particularly in
companies with under 20 employees. From 1967-~1976, dectines
were observed in virtually att the major sectors of the economy, but
particufarly in the traditional small business industries of retait
trade. construction, and services. These shifis have resutted in a
deteriorating profit position for many small firms of'under 20 em-
ployees and has increased the likelihood of business faiture. The
severe inflation ‘of the 1970’s, coupted with increases in the severity
of recent downturns, may have magnified recent losses in the sales
share of smatt firms. The latest evidence, for example, is that total
business failures have risen about 30 percent during the past year.

The picture that gradually emerges is that job generation is an
industry-specific phenomena: smalt firms in one sector (such as
services) may be quite stable and growing while those in anotker
‘(such as retail trade) may be vulnerable. It is the employment in-
crease in sectors such as services and construction that more than
compensates for employment declines associated with smatler es-
tablishments of under 20 emplovees in sectors such as retail trade
and manufacturing. The growth in service emplovment, particu-
tarty, moderated the effect of the 1974-76 recession on smatt
firms, and altowed them to continue to generate a majority of new
jobs even during a recessionary period.

Despite the pressure on many segments of the small business
community, data from Enterprise Statistics indicate that many
companies in the 20-500 employment range are coming closer to
maintaining their employment and sale shares. Excluding the 0-19
employee-sized businesses, there has been overall stability from
1967-1977 in the sales and employment shares of these somewhat
larger firms. These firms have led the increased growth in the
service sector, the fastest-growing industry both for smalt firms
and for the economy in general.

It is difficult to identify businesses which dissolve, be they smalt
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or large. Because most small businesses disappear with no loss to
creditors, no record is kept of the closings. New data series are
needed to determine what happens to businesses during business
fluctuations. Because of their inability or reluctance to change pro-
dudtion mixes during periods of contraction, small firms frequent-
ly function in a shock absorber role; the major result of this inflexi-
bility is a profit decline and subsequent business failure.

At the state level, small firms are growing at a rapid rate in sev-
eral areas: in the energy extractive states like Wyoming, in boom-
ing retirement areas like Florida, and in areas of the rapidly
growing Western part of the country, such as Nevada, where lei-
sure service industries tend to dominate. In general, small firms
are concentrated in the growth industries in those states which ex-
perienced the fastest rates of growth from 1977-79.
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CHAFTER 111
Financial Developments and the Small Business Sector

Major developments affecting the relative position of small busi-
ness in each industry were presented in the preceding chapters.
This chapter discusses the major macroeconomic forces that impact
on the small business sector in the American economy.

In the last 15 years, the United States economy has experienced
a period of rising inflation and rising interest rates accompanied by
periods of recession. In the paragraphs below, the economic devel-
opments which have contributed to this situation are reviewed and
the fundamental changes in economic policy which have been for-
mulated to combat these trends are examined. The implications of
these developments to the health of the sinall business sector are
also explored. ,

Section I discusses the impact of rising inflation and interest
rates on the financial condition of the small business sector. Trends
in profit rates and in increased borrowing by small businesses are
also discussed.

Section Il examines the impact of business cycles in general on
small businesses. Changes in business failures, employment, sales
and profits during a recession are observed. While the experiences
of small firms during the 1974-76 recession were examined in sev-
eral aspects in Chapter 11, the discussions in this chapter on firm
performance during the cycle are somewhat more general in na-
ture, refer to cyclical changes in additional time periods, and stress
the role of monetary policy during cycles to a greater extent.

Section III discusses the implications of the changing financial
markets for small business financing, such as the increasing
conglomeration of the financial service industry as a result of
deregulation, the increasing use of the variable rate loan arrange-
ment, and the impact of a large Federal deficit. .

SECTION L. A DECADE OF RISING INFLATION,A
UNEMPLOYMENT, AND INTEREST RATES

The rising trends in the rates of inflation, unemployment, and
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interest rates during the past 15 years are well known and are pre-
sented in Table 3.1. Both interests rates and the rate of inflation
have reached historical highs during the past 30 to 40 years, and
the rate of unemployment reached the high level of 8.8 percent in
December 1981. The coexistence of high infiation and high
unemployment exemplifies the failure of the economic policy of

the past several years. The so-called trade-off between the rate of

inflation and the rate of unemployment no longer exists. Monetary
and fiscal policies designed to stimulate an inicrease in aggregate
demand for goods and services only temporarily reduce unemploy-
ment, but cause a long-lasting increase in the level of prices. Inter-
est rates do not stay low in an inflationary economy. The market
rates will approximate equilibrium only when the rates of return to
savers/lenders fully compensate for (a) changes in the purchasing
power of money, (b) remuneration for the deferred consumption,
and (c) the risk of a specific lending-borrowing arrangement. The
long-term rise in the interest rate during the past 15 years is the re-
sult of inflationary expectations.

TasLe 3.1 Changes in the Rates of Inflation, Unemployment Rate and Interest Rates,

1965-1981
Interest Rates

Change Unemployment

In GNP Rate- Corporate

Deflator All Workers Prime Bonds-Baa
196567 2.8 40 53 56
1868- 170 5.0 .40 L. 14 8.0
1971-13 50 55 " 63 ) 83
1974-176 IN 1.3 85 10.0
1977 5.8 1.0 6.8 9.0
1978 1.3 6.0 91 95
1979 85 6.8 12.7 10.7
1980 10.9 71 15.3 13.7
1981 -3Q 9.4 75* 20.1* 16.9*

1981 - 4Q 8.4 8.8 15.8°* 16.6**

*For September, 1981
**For December, 1981

Source. Department of Commerce and the Board of Governors of the Federal Resarve System

Volatile Fluctuations in the Business Cycle

Many factors, including excess and erratic monetary growth,
poor harvests, price controls, and crude oil price increases, have
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contribyted to present and past inflation. However, it is generally
accepted that an expansionary monetary policy was primarily re-
sponsible for the high inflation of the 1970's. Annual rates of
growth of the target monetary aggregate MI-B have increased
from approximately 5 percent during the earlv 1970's to over 8
percent during 1977-79 before slowing to 6.6 percent and about 5
percent during 1980 and 1981 respectively.! The U.S. economy has

TasLE 3.2—Changes in Economic Indicators from Peak to Bottom
During Business Cycles, 19571981

Index of Index of F.ate Index of**

Recession * 4 Concurrent 12 Leading of Industrial

of Indicators Indicators Unemployment Production
1957-58
Peak 70.2 68.1 39 63.1
Bottom | 61.4 62.5 7.5 55.1
Changes -125 % -82 % +92.3 % —-127%
1960- 61
Peak 720 75.7 51 68.8
Bottom 67.1 70.1 7.1 629
Changes -6.8 % ~7.4 % +39.1 % —86%
1969-70
Peak 112.4 111.8 3 1125
Bottom 105.4 1034 6.1 104.8
Changes : -6.2 % ~1.5 % +79.4 % —6.8%
1974-175
Peak 129.7 133.4 46 1316
Bottom 3 112.3 106.4 9.0 111.7
Changes -134 . % -20.2 % +96.7 % -15.1%
1980 ° ]
Peak 146.1 1432 5.6 153.0
Bottom 136.5 123.0 76 140.3
Changes -6.6 % —14.1 % +35.7 % —83%
1981
Peak 142.6 137.5 . 7.0 1539
Bottom 136.6 129.4 8.9 1433

*Peak and bottom are defined as when the seriss of the selected index reaches the high and low during the

respective cycle.
**Industrial production index is included in the concurrent indicator index.
Source: Computed from Business Conditions Digest, various issues, U.S. Department of Commerce.

' M1-B is defined to include public holdings of (a) demand deposits, (b) cur-
rency, (c) traveler's checks, and (d) negotiable orders of *sithdrawal and automat-
ic transfer service accounts at all depository institutions.
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also experienced more volatile cyclical fluctuations during the pz}'gt
15 years because of high inflation and the associated high interest
rates, as-indicated in Table 3.2, It appears that the effectiveness of
short-term policies for economic recovery has been lessened by the
public’s anticipation of the long-term implication of these policies.

Small Business in an Economy of High Inflatior

It is apparent that businesses perform best in a stable and
growing economy. Most businesses engaged in nonspeculative,
long-term productive activities have been seriously hurt by the in-
flation of the past decade, despite an apparent rising business prof-
it generated by these businesses. During an inflationary period, the
nominal profit rate is a poor indicator of the return on capital for a
business enterprise. Inflation creates illusory profits because of (a)
understatement of the inventory cost, (b) inadequate capital gon-
sumption allowances, and (c) overstatement of the purchasing pow-
er of financial assets held by businesses.

As.a going concern, the profitability of an enterprisc should be
evaluated on the basis of its prospects for future profitability in
real terms. A strong balance sheet position in real terms assures
earning capability. When the future purchasing power of business
firms was taken into account, the profitability of American busi-
nesses was poor in the 1970’s. Inflatior adjusted rates of return on
corporate assets were mostlv negative.? The rising inflation in the
past 15 years has been accompanied by falling real rates of return.

Inflation increases the dollar value of sales without being
accompanied by a growth in the volume of sales. Larger sules re-
quire larger accounts receivable and larger inventories. This in-
creases the need for additional cash inflow, either from more re-
tained earnings, from additional equity investment, or from more
borrowing. Ideally, if profits increase proportionately relative to
increases in accounts receivable, inventories, and liabilities, the
debt ratios for the concern should not deteriorate.

In reality, business profits, and, consequently, retained earnings,
lag behind the increases in other items. Since an increase in dollar
value of various asset items is not matched by increased retained

D

*See, for example, Martin Feldstein and Lawrence Summers, “Inflation and
the Taxation of Capital Income in the Corporate Sector,"” National Tax Journal,
December, 1979, David Hall, “Adjusting Tax Policies for Inflation,” Financial
Analysis Journal, November/December 1978.
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earnings, additional indebtedner is incurred by businesses to Ffi-
nance the increase. Consequently, the debt-equity ratio of .the firm
~  deteriorates. As a wood preducts distributor put it, “During the
past fiscal year, the total of the mventory plus the accounts receiv-
able increased $186,000. Our total debt increas~d $184,000. Dur-
ing the year, our total debt increased to . 1o point where it now
amounts to dbout $91.000 more than our total nét worth. . The
increase in the value of the inventory and the accounts receble 1s
occasioned almost entirely by inflation.” ,

In a period of rising inflation, businesses increase debt financing
in an effort 1o resist declines in the real rates of return on equity.
These efforts are successful when the rate of return on assets ex-
ceed the cost of borrowing. However, these efforts also increase the
debt-equity ratio, causing these firms to be vulnerakle to unexpect-
ed changes in business activities.

Like large corporations, small businesses cannot escape the
harmful impact of inflation on their financial condition. In addi-
tion, they are likely to be much more seriously affected because of
several business and financial characteristics found in many small’
businesses. For example, a larger percent of their indebtedness is

- in short-term debt which needs to be renegotiated at ciirrent inter-
est rates.

Further, many small businesses have been reluctant to switch to
the Last-In-First-Out (LIFO) inventory system. They have also
been less able to take advantage of various special depreciation al-
lowances for tax purposes. ‘Although the IRS has attempted to
remedy the unfavorable impact of inflation on business profits by
various accounting provisions, most small businesses have as yet
been unable to take advantage of these provisions. It has been dif-
ficult and expensive for small businesses to set up a LIFO system of
accounting or to take full advantage of depreciation allowances
sanctioned by the IRS. Statistics indicate that only a very small per-
cent of small businesses haye switched to replacement cost account-
ing. Consequently, most small businesses are still paying taxes on
tllusory inflation-generated profits. The Economic Recovery Tax
Act of 1981 (FRTA) addresses these problems and includes the tol~
lowing provisions to encourage use of the LIFO inventory sysiem
by small businesses: )

N
. . . - .
® Permits the income attributable 1o 'the increase in inven-
tory va'ue, which is required when LIFO is elected, to be
spread over three years;
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ERIC o

Aruitoxt provided by Eic:




® Permits small businesses to use one inventory pooi rather
than a separate pool for each inventory line;

® Requires the Treasury Department to develop and pub-
lish indices for LIFO calculations; and

® Requires the Treasury Department to review LIFO ac-
counting and cash accounting to recommenrd simplifica-
tions in the systems.

Finally, small businesses appear to be less able to adjust selling
prices quickly in respcnse to rising costs. Further, many small
firms, especially the very small ones, do not use price forecasts to
their advantage. In many cases they adjust prices after the costs
have increased rather than adjusting the price in anticipation of

the cost increase.

It is not possible to quantify the impact of inflation on small busi-
nesses because data on the financial condition of this sector are
generaily unavailable or are available only on a piecemeal basis. In

results from 197 .-81.

of 1970-72 and 1975-76.7

ter of 1981, the recovery appeared to be short-lived.

O
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many cases data are limited to information obtained from opinion
surveys. For example, in a survey initiated in 1974 and conducted
quarterly by the National Federation of Independent Business
(NFIB), with only one exception, small independent business own-
ers ranked inflation as the single most important problem facing
them. Only in the July 1981 survey did the problem of high inter-
est rates move ahead of inflation as the most serious problem re:
ported by small business owners. Table 3.3 summarizes the survey

The only time-series data source that allows a careful study of
the effects in inflation and high interest rates on the financial con-
dition of small business is the Quarterly Financial Reports for
Manufacturing Corporations published by the Federal Trade Com-
mission (FTC). Tables 3.4 and 3.5 provide an historical comparison
of the rates of return for large versus small manufacturing corpo-
rations for the durable and non-durable goods industries. While it
is evident that the rates of return, as measured either by after-tax
profits per dollar of sales, or after-tax profits per dollar of equity,
have declined from 1979 to 1980, they are comparable to the levels

% Although the rates of return recovered substantially during the second quar-




TaBLE 3.8—Single Most Important Small Business Problem, 1974-1981
Most 1974 1975 1976 1977 1978 1979 1980 B o 1?8{
Important Jan July Jan July Jan July Jan July Jan July Jan July Jan July Jan July
Problem Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank %
Taxes 3 10 3 10 3 11 2 19 2 17 2 22 2 21 2 19 2 2 2 21 2 15 2 15 3 15 2 18 3 16 3 15
Inflation 2 23 1 36 1 371 27 1 28 1 2% 1 24 1 27 1 25 1 331 36 1 39 1 35 1 331 32 2 26
Inadequate
Demand for
Protection 9 29 19 16 6 8 58 38 47 5 8 38 2 8 29 28 35 74 55 5
Interest B
Rates
Financing 5 8 2 12 2 13 4 85 85 711 58 47 55 73 113 92 16 3 15 2 25 1 3l
Min. Wage
_ Labor Cost 8 3 8 47 48 5 6 6 6 65 15 8 4 85 715 76 57 48 37 49 3
- Other Govt.
Reg/Red Tape 5 8 5 8 4 93 12 3 13 3 14 3 12 3 12 3 12 3 10 4 93 9 4 9 4 8 4 55 5
Competition
from Large
Businass 5 8 5 8 5 8 4 8 4 10 4 9 4 10 4 9 4 87 65 76 558 56 54 55 5
Quality of :
Labor 3 10 5 8 6 56 6 6 6 7 56 6 6 76 74 85 75 65 56 5 8 3 8 o 4
Shortage of !
Fuel, Goods ‘7
or Material | 23 4 97 49 29 19 19 29 19 19 19 16 5 8 39 19 [ "
Other
No Answer  — 5 — 4 — 8 — 7 — 6 — 8 — 9 — 8 — 8 — 5 — 5 — 5 — 5 — 5 — 44 6
Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Source: Quarterly Economic Report for Small Business, National Federation of Independent Business, various editions.
Q *Lass than | parcent.

LRIC - L




TABLE 3.4—After Tax Profits per L ollar of Sales for Manufacturing Corporations, 1970-1981

All Manufacturing

Durable Goods

Non-Durable Goods

Asset Asset Asset
All Under Asset Asset Al Under Asset Asset All Under Asset Asset
Sizzs S5M*  5-10M 10-25M  Sims 5M 5-10M  10-25M  Sies 5M 5-10M 10-25M
1970-4Q 37 0.1 2.3 2.5 3l 1.0 24 26 44 0.8 2.1 2.4
19
1971-4Q 41 7 11 34 2.7 38 15 36 2.8 43 1.7 33 2.7
2.2
1972-4Q 44 2.4 34 32 43 26 39 35 45 24 29 29
2.6 .
- 1973-4Q 56 24 33 36 5.0 35 41 43 6.1 2.5 2.5 3.0
N 34 .
1974-4Q 48 24 31 29 38 24 37 35 59 2.2 2.5 2.2
| 22 .
| 1975-4Q 5.1 2.6 33 41 45 2.8 3.8 45 5.6 2.6 2.8 37
* 2.8
1976- 4Q 5.0 14 3.0 33 51 2.3 31 39 5.0 1.7 2.8 2.8
2.5
1977~ 4Q 53 34 31 32 54 40 31 34 52 2.6 31 3.0
1978-4Q 5.6 32 - 40 33 5.6 3.8 43 39 5.6 24 37 2.7
1979-4Q 53 2.7 29 3.0 46 32 35 35 6.0 2.1 2.3 2.5
1980~ 40 48 2.1 2.6 31 45 2.3 34 37 52 1.8 1.8 2.6
1981-2Q P 55 36 37 33 5.0 42 47 39 59 29 2.8 2.6
*Before 1976 for asset sizes of (1) under 1 M and (2) 1 to 5 M separately.
P—Preliminary
Source: Quarterly Financial Reports, FIC, various issues.
O
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TABLE 3.5—After Tax Rates of Return of Stockholders’ Equity for Manufacturing Corporations, 1970~1981 *

All Manufacturing Durable Goods Non-Durable Goods

Asset Asset Asset
4th Quarter All Under Asset Asset All Under Asset Asset All Under Asset Asset
of the Year Sizes 5M** 5-10M 10-25M Sizes 5M 5~10 M 10-25M Sizes 5 5-10M 10-25 M

1970 4Q 8.7 0.4 6.8 6.7 7.1 3.6 59 6.3 10.3 45 8.0 72
6.9
1971-4Q 9.8 56 106 15 9.3 55 9.0 6.7 10.2 93 124 84
8.6
1972-4Q 115 13.3 115 9.7 11.6 \ 11.1 93 11.4 139 12.1 10.2
11.1
1973~ 4Q . 142 12.6 126 133 . 129 12.6 153 159 12.1 126
16.8
1974-4Q 13.2 137 12.3 9.9 10.4 i 12.6 104 . 133 119 9.4
10.8
1975~ 4Q 131 14.1 13.0 14.4 11.6 | 12.5 139 . . 135 15.2
134
1976~ 4Q 131 83 12.7 11.8 13.4 6 - 114 11.8 . . 142 11.7
12.1
1977~ 40 14.4 185 139 124
1978-4Q 16.1 182 181 136
1979- 40 15.7 15.7 12.8 13.2
1980- 40 141 111 11.2 131
1981-20 P 16.1 196 16.9 13.3

* Annual Rates.
**Before 1976 for asset sizes of (1) under 1 M and (2) 1 to 5 M separately.
P—Preliminary

Source: Quarterly Financial Reports, FTC, various issues.
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The rising trend for the after-tax rate of return on stockholder’s
equity for all manufacturing corporations is more substantial,
increasing from 9 or 10 percent to 15 or 16 percent before drop-
ping back to 14 percent. This increase in return on equity reflects
the need for a higher return on equity in response to the rising in-
flationary rate and rising inferest rates experienced during the
1970s. A similar trend is observed for the rates of return on equity
for small manfuacturing corporations.

The tollowing comparisons are also observed, in general, be-
tween large and small firms on return on sales and return on equi-
ty: (a) profits per dollar of sales are lower for smaller manufactur-
ers than for larger ones, (b) returns on equity are higher for small
manufacturers; (c) there is no great disparity observed in the
trends for the rates of return for small versus large manufacturers
during the 1970’s; and (d) there is a strong indication, as observed
in Chapter II, that the rates of return for small firms fluctuate
more widely than those for larger manufacturers. Thus, small
manufacturing corporations have been able to maintain their posi-
tion relative to larger ones. This has been possible because small
firms have accepted a rising debt-equity ratio as illustrated in Table
3.6. This has allowed a rise in return on shareholder’s equity. The
increased leverage, however, makes smaller firms more susceptible
to the disruptive impact of high interest rates on their cash-flow
position,

Rising inflation, increasing deficits, lower savings rates, and a tax
structure favoring borrowing for housing investments, have re-
sulted in an environment that is unfavorable to business financing - - -

‘in-general and small business financing in particular. The in- °
creased competition for available funds from the household and
the Government sectors is depicted in Table 3.7. It is evident that
the share of business borrowing in the credit market declined dur-
ing the 1970’s. The impact on small business is even more severe
now during a high interest rate period.

To conclude, high inflation and high interest rates that incorpo-
rate anticipations of further inflation have caused real hznrdships
for many small businesses. Many of these businesses have seen
their tinancial position deteriorate because of their need for in-
creased borrowing. The degree of hardship has been increased as
interest rates have become even higher. The combination of in-
creased borrowing occasioned by inflation, coupled with high in-
terest rates, has raised the burden of debt for many small busi-
nesses, leaving them vulnerable to bankruptcy if cash flows drop
significantly.
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TaBLE 3.6— Debt-Equity Ratios for Small and Large Manufacturing Corporations
by Industry, 19571980

Durable Goods Non-Durable Goods
Ath QT Asset Asset Asset Asset
of the year Under 5M Over 5M Under 5M Over 5M

T, 1959 65 56 76 43
1960 64 56 81 44
1961 70 57 87
1962 73 59 85
1963 78 60 87
1964 81 67 85
1965 85 67 90
1966 85 74 9l
1967 79 77 9l
1968 78 83 1.00
1969 .86 .90 1.01
1970 84 94 1.03
1971 90 94 1.08
1972 1.03 94 115
1973 : 1.05 99 113
1974 1.06 94 114
1975 1.00 91 1.20
1976 1.08 .89 112
1977 1.15 80 1.19
1978 1.21 96 1.26
1979 1.22 1.02 1.29
1980 114 1.07 1.32

Source: Computed from Quarterly Financial Reports, FTC, various issurs.

However, the financial situation for small business is not com- : -
pletely negative. The Economic Recovery Tax Act of 1981 (ERTA)
should provide relief through several tax provisions designed to
improve cash flow for many small businesses. The ERTA also con-
tains significant provisions which provide improved incentives for
both savings and investment. Improvements in the savings and in-
vestment situation will help provide a more stable base for small
business growth over time. The provisions of the ERTA are ana-
lyzed in Appendix D.

SECTION II. ECONOMIC RECOVERY PROGRAM
AND A TIME FOR READJUSTMENT

Much of the economic policy of the past 15 years has been short-
term in nature. An easy money policy has often been resorted to
whenever an -unemployment rate caused by a business slowdown

o
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TABLE 3 7—Funds Raised in U.S. Credit Markets

{in billion doliars)

Selected
Categories 1967 1968 1972 1973 1975 1976 - 1977 1978 1979 1980
Government
Federa! 13.0 13.6 15.1 8.3 85.4 69.0 56.8 53.7 37.4 79.2
(15.9) (13.8) (9.0) (4.2) (43.1) (26.4) (16.8) (13.6) (9.6) (22.4)
State and lLocal 79 9.8 145 13.2 13.7 15.2 20.4 23.6 15.5 23.5
9.7 (9.9) (8.7) (6.7) (6.9) (5.8) (6.0} (6.0) (4.0) (6.7)
e Business (42.3) (40.5) (39.9) (44.7) (19.5) (25.1) (31.1) (31.8) (39.1) (34.5)
> Farm 3.3 2.8 5.8 45 82 10..9 14.7 181 25.8 17.8
(4.0) (2.8) {3.5) (4.9) {#.4) (4.1) (4.4) (4.5) (6.6) (5.0)
Nonfarm, Noncorporate 49 5.2 14.1 12.9 20 4.7 12.9 15.4 15.9 12.9
(6.0) (5.3) (8.4) (6.6) (L. (1.8) (3.8) (3.9) (4.1) (3.6)
Corporate Debt 21.3 32.0 46.8 65.2 28.0 50.1 77.1 92.2 110.9 91.8
(33.4) (32.4) (28.0) (33.2) (14.1) (19.2) (22.9) (23.4) - (28.4) (25.9)
Househo!ds 21.3 32.8 65.1 80.1 49.7 90.5 139.9 1626 1649 101.2
(26.1) {33.2) (38.9) (40.8) {(25.1) (34.7) (41.7) (40.8) (42.2) (28.6)
Total Funds Raised, A
Excluding Equity 81.7 98.8 167.2 196.1 198.0 261.0 335.3 398.3 390.6 353.9

(1) Figures in parentheses are the percentage of total funds raised.

Source: Flow of Funds Account, various issues. Federal Reserve Board.
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became po‘litically unacceptable. These short-term policies made
the achievement of long-term goals difficult to attain. A funda-
mental change in economic policy was needed, one that would redi-
rect the emphasis from short-term to long-term policy aimed at sta-
bility and growth. The Administration’s economic policy addresses
these needs. Two of the major components of this policy redirec-
tion are a deceleration in monetary growth and a tax cut. The initi-
ation of these two policy changes has created a period of economic
readjustment for many sectors of the economy, especially the small
business sector.

Recent Financial Developments Affecting the Small Business Sector:
1979-81

Developments in financial markets during the past two years
have been disruptive to the financial operation of small businesses.
The prime rate has stayed above 15 percent since October 1979,
with the exception of a short period of decline from May to Sep-
tember 1980. Chart 1 depicts the developments in long-term and
short-term rates in the open market. The high levels and the vola-
tile fluctuations in these rates are unprecedented. The result is that
long-term business investments have become unacceptably risky
and expensive. Many investors would prefer a short-term invesi-
ment in money market funds that yields a 15 percent reéturn than a
tisky long-term investment venture involving acquisition of plants
and equipment. . &

Interest rates are high or low only in reference to other prices
and costs of production. While it is possible for small firms to pros-
per in a business climate with 15 to 20 percent increases in infla-
tion, sales, and interest rates, it is impossible for these firms to sur-
vive such rates in a sluggish business environment. Since 1980, the
real interest rate, defined as the difference between the nominal
rate and the rate of inflation, has soared. The real cost of holding
inventortes and acquiring equipment has mounted substantially
during the first nine months of 1981. Long-term rates were almost
5 percent over the rate of inflation and short-term rates were dou-
ble this difference during this period. It is encouraging to observe
that short-term rates have declined substantially since September
1981.

Interest rates paid by small businesses Aiffer according to the
type of lender. Normally, a small business owner pays 2 to 3 per-
cent above the prime rate (the rate charged to larger corporate bor-
rowers with very strong credit ratings) for a short-term bank loan

Q 117

Aruitoxt provided by Eic:




CHART |
TRENDS IN THE PRIME INTEREST RATE, FEDERAL FUNDS RATE, AND CORPORATE BONDS YIELDS
JANUARY 1979 - DECEMBER 1981
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and 3 to 6 percent plus prime for a loan from a finance company.
Costs of borrowing from other sources go even higher. Very little
information is available on what small business owners are paying
for bofrowing from various sources. Limited information is availa-
ble on the cost of funds from commercial banks to small businesses.
Some data are collected and publisned by the Federal Reserve
Board in the Survey of Terms of Bank Lending.* Information on rates
charged by banks for loans of different sizes has been available
since 1977. Although the business receipts of the borrower are not
known, the assumption is made that most smaller size loans are
made to smaller businesses.> Table 8.8 provides a comparison of
the rates charged by banks on short-term commercial and industri-
al loans from August 1980 to August 1981. While all rates have in-
creased during this period, the increase in rates for small loans and
in rates charged by small banks has been much smaller. In fact, a
spread of about 2 percent for small loans over large loans during
1980 has disappeared during 1981. Apparently, the cost of funds
for small banks has not risen as fast as for large banks.® With Jimit-
ed funds available, many less gualified borrowers have been ex-
cluded from bank loan portfolios. '

TaBLE 3.8— Weighted rverage Bank Lending Rates for Short-Term Commercial
and Industrial Loans, . ugust 1980-August 1981

Loan
Size All Banks Small Banks
($1.000) 8-8011-8 2-8 5-8 8-81 . 8-8011-80 2-8] 5-81 8-81
1-24 1366 1597 1959 19.45 20.76 1371 1591 1938 19.34 20.59
25-50 1353 1572 1953 19.87 21.1% 1362 1560 19.19 19.71 2096
a1-99 1300 16.39 1977 19.10 21.36 1307 16.37 1951 1881 21.12
100- 499 1249 1552 20.18 1993 2137 1256 1529 19.88 19.79 21.05
500-999 1201 1587 20.87 19.58 21.85 1211 1575 2094 19.28 2196
Over 1 M 1092 1568 19.83 20.14 21.05 11.38 15.54 2027 19.45 2121

Source: Federal Reserve, Statistical Release E.2.

‘Sratjstical Release E.2, Federal Reserve Board. This survey represents a better
coverage of all small banks than the gervious surveys, v

*Martha S. Scanlon, “Relationship Between Commercial Bank Loan Size and
Size of Business”, Federal Reserve Board, Division of ,Research and Statistics.
This report was prepared for SBA and the Interagency Credit Study Committee.

® With the increasing competition for depository funds from non-depository in-
stitutions, especially money market murual funds, and the lifting of rate ceilings
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Another factor to consider in explaining this situation is that a
greater number of larger loans are now being made under the vari-
able rate arrangement. Rates for these loans are higher than the
fixed-rate term loans used during a period exhibiting an inverted
yield curve, a period when short-term money rates are higher than
longer-term rates. For example, during August 1981 over 80 per-
cent of term loans made by large banks for loans of $500,000 and
over were for floating rate loans, while ouly 27 percent of loans
made by small banks for loans of under $100,000 were made under
this arrangement. However, the floating rate loan arrangement has
also become more widely used by bankers for small business loans
in order to minimize the risk from unexpected changes in interest
rates.

Monetary Policy and the Availability of Financing to Small Business

The deceleration of monetary growth reduces the availability of
credit. The slow growth in the money supply during 1981 becomes
even more pronounced when it is viewed in terms of the amount of
“real money” supplied to the economy. “Real money” is defined as
the money stock divided by the level of prices. During the first nine
months of 1981, the compounded annual rate of growth for two
measures of the money supply; M1-B and M2,” were 4.5 percent
and 9.6 percent, respectively, while the rate for the implicit price
deflator was at 9 percent. Consequently, there has been no real
growth in monetary aggregates during this period.

In addition to the problems experienced because of the decline
in the overall supply of funds, small businesses encounter other
difficulties in obtaining financing during a tight money period.
They cannot compete witl: large businesses for banking funds, the
most important source of financing to small business. Statistics
have shown that during tight money periods large businesses move

by the Depository Institution Deregulation Committee, the situation is changing.
It is possible that small banks may not be able to continue their traditional role as
the primary source of funds to small firms in small communities, but recent evi-
dence on trucking and airline deregulation shows that the needs of these entities
are met through competitive responses to changing markets.

TMI-B is defined to include public holdings of (a) demand deposits, (b) curren-
cy, (c) traveler’s checks, and (d) negotiable orders of withdrawal and automatic
transfer service accounts at all depository institutions. M2 is defined as M1-B
plus savings and small-denomination time deposits at all depository institutions,
money market fuud shares and overnight repurchases.

115

o J 120

Aruitoxt provided by Eic:




into short-term markets because they defer the issuance of corpo-
rate bonds in the band market. Consequently, small businesses are
less able to compete in the bank loan market during tight money
periods. This situation is depicted in Table 3.9.

Although the Survey of Terms of Bank Lending issued by the Fed-
eral Reserve Board was not designed to provide an estimate for the
volume of bank loans, it does provide an approximate picture of
changes in the loans extended by banks to large versus small busi-
nesses. It is clear that the small business share of total lozns ap-
proved has dropped substantially during 1981. There is a
“crowding out” of small business as banks choose to meet the large
loan demands of larger firms. In addition, a voluntary decrease in
loan requests by small business has occurred as small business own-
ers resp-ond to high interest rates.

The impact of monetary policy on the availability of equity capi-
tal to small business is harder to discern. Although the stock mar-
ket suffered a setback in 1981, the veriture capital markets have
e

Tasre 3.9—Short-Term Bank Loans by Loan Size, Dotlar Amoun.,
and Percent of Total

{in million dollars)

Small Size Loans Large Size loans
(thousands of dollars) (thousands of dollars) - Total
Under $50 $50 to $500 Over $500 (100 Pear-
cent)
Dollars  Percent  Dollars  Perc2a :  Dollars  Percent Dollars

November, 1978 1228 12.9 2464 258 5842 61.3 9534
February, 1979 1336 155 2155 315 3359 49.0 6850
May, 1979 1587 18.5 2016 23.5 4973 58.0 8576
August, 1979 1403 16.9 1864 22.5 5028 60.6 8295
November, 1979 1066 13.1 2156 26.6 4885 60.3 8107
February, 1980 1254 12.6 2236 22.5 6430 649 - 9920
May, 1980 1404 12.4 2756 244 7087 62.3 11317
August, 1980 1195 89 2782 20.6 9498 70.5 13475
November, 1980 1278 9.8 2382 18.2 9440 7.1 13101
February, 1981 1339 19 3419 20.1 12221 72.0 16986
Ma{. 1981 1335 8.0 2886 17.2 12619 74.9 16841
August, 1981 1468 5.8 3428 13.9 20343* 82.7 24597

*Due to a loan take-down by Du Pont for the take-over of Conocs.
- Source: Federal Reserve Board, Statistical Release £.2, ,'
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held up fairly well. Data on the availability of equity capital to small
businesses are difficult to obtain. All indications are that the equity
markets for established small businesses and for new ventures re-
covered from the slump of the early 1970’s and performed very
well during 1979 and 1980. Table 3.10 provides an illustration of
this recovery.

Moreover, recent efforts by the Securities and Exchange Com-
mission (SEC) to simplify registration requirements also benefited
small borrowers in tha equity market. The maximum amount on a
Regulation A offering was raised from $500,000 to $1,500,000 in
September 1978. Form S-18, a simplified registration form for ini-
tial public offerings of up to $5 million, was adopted in April 1979.
For the first nine months of 1981 the total amount offered under
Form $-18 was $441 million. In addition to the above, the SEC has
recently published additional suggested changes in regulations
which could further open up equity markets to small busine’ ,

Monetary Policy, Recession, and Small Business

Since approximately 80 percent of small businesses rely on
financing from depagsitory institutions, an increase in the cost of
financing and a decrease in the availability of funds from these in-
stitutions has a more severe impact on smaller firms than on larger
firms. Small firms experience the impact sooner and for a longer
duration. Further, small firms tend to have higher debt-equity ra-
tios and have a greater dependence on current debt, as illustrated
by Tables 3.11 and 3.12. The shorter maturity of the debt structure
for srhall businesses makes these firms more vulnerable to sharply
rising interest rates. Their interest costs increase in response to
rapidly increasing short-term rates. Moreover, failure to obtain
loan renewals results in an immediate liquidity crisis for these
firms.

Rising interest cost burdens in an economy of sluggish sales and
a decline in the inflationary rate spell disaster to the cash flow posi-
tion of a small firm. Although cash flow will eventually improve
when inventories and receivables adjust to the lower level of sales,
the persistence of high interest rates during the past year and a
half has increased pressure on the liquidity position of many small
firms. Small businesses have suffered larger declines in sales and
profits, particularly during recessions, experience greater cash-
flow problems, and must close their doors or declare bankruptcy
when these acute profit and cash-flew problems are not alleviated
by financing from banks or suppliers.
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TABLE 8.10— Common Stock Offerings of Publicly Held Corporations and IPO Issuers, 1972-1980
{dollars in millions)

-
Publicly Held - '
Corporations IPS's High Technology Issuer IPO's
Total Number of . Average Total Smail
Doliar Number Doilar High Technology ~  DHering Dollar Issues'
Year Voiume - of Issues Yolume - Issues Size Yolume
1972 $10,707 499 $2.070. - 91 2.1 $189.2 $256.0
1973 7,643 - 90 299 - . 23 \ 2.2 50.1 154.0
— 1974 3,976 16 65 3 16 4 78.0
(e 1975 7,413 10 58 - - — 4.0
1976 8'.305 . 22 - 131 7 6.0 423 45.0
1977 8,047 36 144 ' 10 6.5 : 65.2 46.0
1978 7,937 4 196 21 T 36 763 - 61.0
1979 , 8,709 86 536 16 5.1 82.1 181.0 ( 42.3)*
1980 18,881 227 1,472 60 7.2 431.3 219.0 (238.4)2
Totals $70573 - 1,033 $4,971~ 231 4l $941.2 ‘
Sources: IP0 Registration Statements; Form 10-K; Form SR; SEC Monthly Statistical Review: Directorate of Economic and Policy Analysis, Securities and Ex-
change Commission. : ’ "
*Value of Regulation A Filings. Since September 1978, the Regulation A offering amount ceiling was raised to $1.5 millioa. . !
*Figures in parenthes»s are for issues under Form S— 18 initiated by SEC since April 1979. For the fisst nine months of 1981 the total amount offerad was $44]
miilion. . i v
Q ‘ .
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TaBLE 3.11— Debt-Equity Ratios for Selected Industries for Prafit and Loss Corporations, 1976

Asset Classes Under $25- $50— 13100- $250- $500-  $1000-  $2500-~ $10000—  $25000~ . Over
(thousands) $25 $50 $100 $250 $500 $1000 $2500 $10000 $25000 $100000 $100000

ot . /

r:;: Manufacturing —59.14 1.66 1.53 .99 .76 .69 .62 53 47 .50 57
Services 3.08 1.01 1.21 1.14 1.30 1.91 2.33 2.28 1.42 1.31 1.22

. Construction —5.53 2.47 1.95 1.22 1.19 1.35 1.30 1.42 1.53 1.12 .78
Transportation 3.00 1.70 1.65 1.49 1.24 1.29 1.44 1.29 1.06 1.20 1.00
Wholesale and Retail Trade 8.95 ._‘QS? 1.05 94 .89 99 .9% .98 g8 .18 15
Source: Department of the Treasury, Office of Tax Xnalysis.
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TaBLE 3.12— Current Debt cs the Percentage of Total Assets, Manufacturing
Corporations, 1975-1979.

Asset Size
Under 5- 10- 25— 50— 100-  250-
Period 5M 10M 25M 50M 100M  250M 18 1 Billion +
1-75-1-176 348 311 29.6 215 247 24.6 225 20.2
2-76-2-177 35.8 339 29.7 26.4 25.0 24.0 22.6 20.7
. 3-71-3-78 36.6 347 32.0 28.3 26.0 24.3 22.7 219
3-78-3-19 315 35.8 334 30.0 281 25.5 24.2 239

Source: FTC Quarterly Financial Raports, various issues.
Note: Current Debts are debts with maturity of under 1 year.

‘The plight of small business during periods of recession is best
gauged by the flow of business formations and business discon-
tinuances. However, only partial data are available on these flows
which are discussed cxtensively in Chapter II. Detailed compre-
hensive time series data on business formation and dissolution are
not available tor a definitive study of the impact of monetary policy
on small business. Additiorally, recent changes in the bankruptcy
law make it even more difficult to i~terpret the data supplied by
various sources. Despite these difficulties, it has been estimated
that business failures have increased by about 30 percent between
1980 and 1981.

High interest rates became a major concern to small business
owners during 1981 when interest rates persisted at high levels and
the economy reversed its course of recovery. In the National Fed-
eration of Independent Business quarterly survey for July 1981,
high interest rates was the single most important problem reported
by small, independent businesses.® Thirty-one percent of the re-
spondents cited high interest rates as their single most important
problem during the second quarter of 1981 as compared with only
15 1o 20 percent during previous quarters.

Small businesses suffer great fluctuations in their sales and prof-
its during a recession, thus bearing a significant share of the bur-
den of the econ@cjeadjustment in the economy. The Federal
Trade Commission statistical series provides a time series depicting

* Quargerly Economic Report for Small Business, National Federation of Inde-
pendent Business, July 1981, Table 1, p- 5.




how small ‘businesses are buffeted during a business recession. Ta-
ble 3.13 reveals that the rates of return on equity in most instances
for small manufacturers decline twice as -much as the rates of re-
turn for large firms during a recession. Charts Il and III show
clearly how the profit rates for small manufacturers suffered dur-
ing the slump of 1980.

TasLe 3.13—Changes in Rates of Before-Tax Profit on Stockholders’ Equity for
Manufacturing Corporations During Business Recession

Recession Under 1to 5to 250 M to All
of 1M 5M 10 M 1 Billion Sizes
1960-561
High 21.2% 17.7% 21.1% 23.2% 23.1%
Low 50% 7.5% 9.8% 145% 12.6%
Changes from
High to Low -76% ~58% —54% -38% —45%
1969-70
High 28.0% 24.4% 22.6% 22.2% 219%
Low 59% 129% 13.4% 16.2% 13.8%
Changes from
High to low -79% —47% -41% -21% -37%
1974-75
High 40.9% 34.5% 29.0% 27.0% 26.5%
Low 16.1% 15.1% 17.3% 16.3% 15.0%
Changes from
High to low -61% -56% —40% -40% —43%
1980 .

- High 35.3% 325% 28.5% 28.8% :
Low (7) 20.2% 21.1% 19.6% 19.8%
-Changes from

3 High to Low -43% -35% -31% -31%

Source: Computed from FIC Quarterly Financial Reports, various issues

SECTION III. ECONOMIC PROSPECTS: A CHANGING
FINANCIAL ENVIRONMENT FOR SMALL BUSINESS

The extension of credit to small business has generally been a
uniquely local phenomenon. New small businesses established a re-
lationship with a local bank, and, over time, borrowed from the
bank as necessary to finance business expansion. Credit decisions
were based on extensive knowledge on the part of both parties.

The local approach to small business banking may be changing.
Over the past several years there has been a significant drive to
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CHART II

AFTER-TAX EARNINGS PER DOLLAR OF SALES
FOR MANUFACTURING CORPORATIONS

(BY ASSET SIZE)
EARNINGS
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. CHART it
AFTER-TAX QUARTERLY RATES OF PROFIT ON STOCKHOLDERS' EQUITY
FOR MANUFACTURING CORPORATIONS
. (BY ASSET SIZE)
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deregulate the financial industry and to increase competition
across all types of financial markets. A number of significant
changes have already occurred, including the introduction of Elec-
tronic Funds Transfer (EFT), basic changes in Federal Reserve
Board banking policy, the deregulation of ceiling interest rates on
bank deposits, and the introduction of new financial services such
as NOW accounts and money market funds. The drive to

deregulate financial institutions is demonstrated jn the enactment
of the Depository Institution Deregulation and Monetary Contro!
Act of 1980. This Act, implemented through the Depository Insti-
tution Deregulation Committee, seeks to bring about more signifi-
cant changes in the organization of American financial institutions
in the near-term future. As a result, small businesses are concerned
about the future . onfiguration of financial markets and the ability
of small busiriess to borrow in those markets.

Major Developments in the Financial Service Industry

As one of the most heavily regulated industries, financial institu-
tions have been operating in an elaborate framework of restrictions
and protections under various State and Federal regulatory au-
thorities. Market entry has been restricted, product lines limited,
and the prices of services controlled. For example, depository insti-
tutions were provided free check clearing and wire transfer serv-
ices from the Federal Réserve System, and deposit insurance from
the Federal Depository Insurance Corporation. They were pro-
tected from competition through regulations which included con-
trols on prices paid for depository funds. Securities dealers and in-
vestment firms were provided with distinct product lines and other
activities which other financial institutions could not offer.

Developments in the financial market during the past .decade
have eroded the compartmentalization of financial industries.
Many major bank holding companies are now engaged in such ac-
tivities as leasing ‘and insurance. The expansion of money market
mutual funds makes the geographical restrictions on banking oper-
ations ineffective. The ability of major brokerage firms to offer
cash management accounts reduces the importance of the deposi-
tory Institutions in the management of transaction accounts. that is,
in accounts for payment purposes. )

Efforts to deregulate the financial service industries are creating
major structural changes. For depository institutions these devel-
opments include (a) eliminating the limitations on the maximum
rates on interest and dividends which may be paid on

‘2
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deposits/shares; (b) allowing all institutions to offer NOW accounts;
(c) broadening the authority for all depository institutions to make
loans and liabilities of different types; and, (d) allowing fee charges
for the services provided by financial regulatory authorities. Fur-
thermore, comprehensive legislation is being considered that
would allow banks to establish branches in states other than their
home state, e.g., interstate banking/branching.

It is difficult to conjecture about the impact of these develop-
ments on the survival of many small financial institutions. Many
studies seem to indicate that a number of these small institutions
would survive and prosper in a deregulated, competitive environ-
ment. Developments during the next two to three years should
provide a better basis for analysis. The developments discussed
above will likely result in an environment where (a) the distinction
between banks, savings and loan associations, finance companies,
and credit unions will be blurred; (b) a higher degree of integra-
tion in financial markets will occur, with segmented markets and
differential interest rates disappearing; and (c) a number of very
small banks and savings and loan associations will be eliminated.
What is foreseen is a new environment where deposit funds will be
collected by a large number of fairly good-sized financial institu-
tions, such as large banks, mutual funds and stock brokerage firms.
The funds will be channeled to small banks for loans to businesses
and consumers in different localities. This will happen because,
while there is a substantial economy of scale in collecting deposit
funds, there seems to be only limited economies of scale in business
lending, which requires intimate knowledge of local business per-
sons, the community, and the business.

What is the prospect for small business financing in this environ-
ment? It is very likely that real interest rates, the rate discounted by
the rate of inflation, will rise substantially for small borrowers in
many small localities. While nominal interést rates may decline and
stay low when the rate of inflation declines in response to the
Administration’s. Economy Recovery Program, real costs of bor-
rowing to some small borrowers will be higher because of the elimi-
nation of ceiling rates on deposits and the increased competition
for deposits by all financial service industries. However, real inter-
est rates are expected to decline as recently enacted savings incen-
tives increase the supply of funds available for lending.

A large number of small businesses will have more funds availa-
ble to them because of increased competition. Depository institu-
tions will not suffer severe shortages of deposit funds caused by fi-
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nancial disintermediation. Small banks will obtain funds for
lending from various sources, such as large banks, large securities
brokers, and large mutual funds. For very small business borrow-
ers, the future is uncertain. The basic question is whether they will
be able to bid successfully for higher-cost funds.

Variable Interest Rates and Small Business

A major development in the financial markets during the past
several years has been the increasing use of a variable (or floating)
rate arrangements by lenders. This has resulted because lenders/
bankers are attempting to reduce their interest rate risk in view of
rising interest rates and the continual uncertainty about future de-
velopments in interest rates. By either using a variable rate ar-
rangement or by shortening the maturity of a loan, bankers be-
came more willing to extend loans with a longer maturity vand
possibly at lower rates.

Borrowing through a variable rate arrangement means greater
uncertainties to small businesses regarding the cost of funds. In
fact, it become unpredictable because the cost will change with fu-,
ture changes in interest rates. The potential for severe pressure on
the cash flow position of a small firm becomes great when mone-
tary policy becomes effective in raising interest rates and reducing
sales. Consequently, small business borrowers will need to provide
adequate reserves in their cash-flow planning to meet these unex-
pected increases in interest payments. However, as long as
uncertainties about future increases in interest rates persist, the
variable rate arrangement will continue to be a primary type of
loan arrangement. When interest rates become stabilized, the ad-,
vantage of a variable rate arrangement over a fixed rate will
disappear. -

Financing a Budgetary Deficit in an Economy with a Stable Mom;y Supply

The prospect of Federal budget deficits during the next two to
three years has become a major concern to many small businesses.
While a steadily decelerating money supply would prevent
monetizing the deficit and should lower inflation and interest
rattes, the adjustment presents a potential difficulty for small busi-
ness borrowers in the credit market. Although many successful
small businesses will be able to retain more cash through various
tax deferrals under the new tax incentive programs, most new busi-
nesses and businesses experiencing losses will be able to realize
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only limited benefits from these provisions immediately (extended
loss-carry-forward provisions should provide some assistance).

"SECTION.IV—-SUMMARY

Financial conditions for small businesses, as for other sectors in
the economy, have deteriorated during the past 15 years of rising
inflation and high i:terest rates. Small businesses have had to in-
crease their borrowing to meet increased needs for operating capi-
tal. The increased leverage and debt burden, however, make small
businesses vulnerable during periods of volatile interest rates.

During the last 15 years, but particularly during the recessions of
1974-75 and 1980-81, business failures increased substantially.
Small businesses experienced declines in sales and profits and have
experienced cash flow problems. The ability of small businesses to
survive a deep recession has been considerably weakened by the in-
creased leverage and heavy debt burden.

As competition increases in the financial service industry, small
businesses should benefit through services from smaller financial
institutions that concentrate in specialty lending to small busi-
nesses. Because more banks are using the variable rate loan ar-
rangement, small business owners may experience better access to
capital with less predictable interest charges. A fixed rate loan con-
unues io provide a more desirable form of financing for many
small businesses in periods of rising interest rates.

A changing financial market provides both new challenges and
new opportunities to small business owners. They have to be more
skillful in managing their cash flow aad in utilizing their assets in
view of the expected rise in the real cost of borrowing. The era of
low real interest rates seems to be over. When the American
economy resumes its growth under a policy of moderate and stable
monetary growth, interest rates will decline. The economic read-
justment of the 1980's demands greater ingenuity and persistence
from small businesses.
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CHAPTER IV

Effect of Federal Policy on Small Business

The Federal Government has an important role in providing a
hospitable environment for small business. Touching nearly every
aspect of business activity and opportunity, its actions are rarely
neutral in their effect on small business. The availability of equity
capital and credit is affected dramatically by Federal tax, securities,
and banking policies. The abilitity of small businesses to utilize la-
bor and capital and to produce goods and services is regulated ex-
tensively by an agglomeration of agencies, often with overlapping
or conflicting mandates. Finally, the Federal Government’s attitude
toward the basic laws of competition—its antitrust
policy—establishes a framework for small businesses to deal with
suppliers, competitors, and customers. Chapter IV addresses the
impact of Federal policy on small business, providing the overlay
that helps explain the economic factors described in Chapter III.

More specifically, Section I discusses the access of small business
to capital and credit sources and how this access is influenced by
banking regulations, securities and tax laws, and venture capital
policy.

Section Il discusses general Government regulatory and
regulatory reform policy and examines more closely the specific
policies affecting small business.

Finally, Section III examines the competitive climate for small
business and highlights specific small business concerns.

SECTION I. IMPACT OF FEDERAL POLICY ON THE
AVAILABILITY OF CREDIT AND EQUITY CAPITAL

Credit Environment

The 1970’s have been difficult for small businesses. Rising infla-
tion, interacting with the tax structure, has resulted in an environ-
ment that is unfavorable to business financing in general, and small
business financing in particular. The probable reordering of credit
markets through deregulation promises new, profound changes in

t
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the 1980's. The deregulation of financial institutions, which was
begun in 1980, and the probable conglomemuon of financial insti-
tutions and services are key credit issues.

Investment in business has declined relative to ?lternative oppor-
tunities because of a lower return on real capital investment. The
increased competmon for available funds from the household and
the Government sectors is depicted in Table 3.7 in Chapter III. It
is evident that the share of business borrowing in the credit market
declined during the 1970’s. This happened at a time when business
demand for financing had increased because of rising inflation and
declining internal financing.

Monetary Policy. Efforts to control the growth of the money sup-
ply and to even out swings in its rate of growth have been signifi-
cant tools in the fight against inflation. Excessive money growth
during the 1970’s contributed to high inflation and high interest
rates. These high rates.have reflected both an increased inflation
premium and also an increased risk premium to account for mar-
ket uncertainty. With this increased volatility has come a shift to
short-term markets. The situation has caused particular problems
for small businesses that rely heavnly on credit and tend to borrow
relatively more than larger businesses. As the Fed allows increased
amplitudes in interest rate fluctuations, small businesses have had
difficulty adjusting to account for uncertainty. On the other hand,
as money supply growth is predictable and interest rates steadier,
small businesses can plan borrowing activity.

Impending Deregulatory Changes. The impact of impending
deregulation on the flow of credit to small business is of concern to
many parties interested in the state of the small business sector. Re-
cent legislation, including the Depository Institutions Deregulation
Act of 1980 and proposed reforms of the Glass-Steagall and
McFadden Acts, will be the focus of activity in this area. The Glass-
Steagall Act of 1934 prohibits banks from involvement in both
commercial and investment banking activities, and the McFadden
Act limits the geographic area in which a bank may operate.

If the banking industry is deregulated, many small business own-
ers are concerned whether their financing needs will be met if
small banks survive only as branches of larger banks. Small banks
(assets less than $100 million) and medium-sized banks (assets $100
million up to $1 billion) provide approximately 75 percent of the
total dollar volume of bank credit to small business. Large banks
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(assets greater than $1 billion), which control more than one-half

of total bank assets, provide only 25 percent of the dollars loaned
to small business by banks.! Small business people are correct in
their perception that most loans to small business are made by
small and medium-sized banks. It is unclear, however, whether
large banks are less responsive to the needs of small business be-
cause large banks are not as active ‘in the current small business
loan market.

The concerns expressed above should be carefully analyzed as
the Depository Institutions Deregulation Committee (DIDC) and
the Congress move toward a less-reguiated financial environment.
The DIDC and the Congress should also pay close attention to the
competitive practices of large banks as the economy moves toward
a less-regulated environment. Finally, it is important that the cost
and availability of credit to small business be carefully monitored
by the DIDC as deregulation proceeds. Small banks may not be
able to adjust as fast as large banks, with a resulting negative effect
on the availability of credit to small business.

While large banks are expected to expand statewide, regionwide,
or even nationwide in this new deregulated environment, many
small banks may also continue to prosper and to grow. Many small
financial institutions should remain viable because of their ability
to meet the financial needs of small business in various locales.
Smali banks will also provide many of the ancillary financial serv-
ices demanded by private individuals and business owners at rea-
sonable cost because there are few scale economies in providing
these services.

The prospect of increasing large bank lending to small business
through increased competition should be encouraging to small
business. However, it is important for the Federal financial
regulatory authorities to monitor competitive practices closely in
this new environment. As the financial industry becomes deregu-

_lated and the credit markets integrated, the availability of credit

and the cost of funds to some sectors and in some localities will be
unfavorably affected. It is likely that some very small and new busi-
nesses in some remote localities will not obtain needed funds or will

y
!Unpublished data from Federal Reserve Board Survey of Commercial Bank !
Lending to Small Business.
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only get them at greatly increased cost, reflecting the economid re-
alities in the market.

Federal Credit Assistance Environment. Because small. busine
growth and development is usually financed through loans, the
Congress has created several programs that focus on involvement
by the Federal Government in lending activities as a means of as-
sisting small business. Whether these programs are effective is un-
certain. However, it is important to review the total context of Fed-
. eral lending assistance to all firms and review the levels of activity
in the programs targeted to smaller firms.

It is difficult to draw concrete conclusions about the impact of
Federal involvement on the credit markets or on small business. It
is possible, however, to document the general record of that in-
volvement. Over the past 25 years, both total Federai participation
in the credit markets and Federal direct and guaranteed financial
assistance to all business have increased steadily. (See Table 4.1.)
However, Federal direct and guaranteed financial assistance to
small business, which increased steadily through the mid-1970's,
has clearly leveled off in recent years.

The U.S. Government enters the credit market directly through
Treasury borrowing, and indirectly through guaranteed lerding
sponsored by such agencies as the Federal National Mortgage As-
sociation and the Small Business Administration (SBA). The broad
trend of increasing Federal activity, both in absolute dollar terms
and as a proportion of total lending, is clear. The Federal Govern-
ment now accounts for or induces the lending of about one out of
every four dollars raised in the entire borrowing market.

Federal aid to businesses and nonprofit entities is provnded
through approximately 40 Government programs. In addition to
several billion doilars in grants and other unrepayable aid, the Fed-
eral Government provided credit assistance to businesses and non-
profit entities through $6.0 billion in direct lending and $6.4 bil-
lion in loan guarantees during the 1980 fiscal year.

The recipients of this assistance include the largest corporations,
such as Chrysler and Boeing Ai:craft, individuals, proprietorships,
foreign governments, and U.S.Government corporations.

The level of Federal participation in business sector credit mar-
kets is depicted in Table 4.2. Funds advanced under Federal aus-
pices for assistance to business and non- -profit entities increased
from an average annuai rate of $0.5 billion from 1955-59 to $5.5
billion from 1975-79. In 1980, net funds advanced under Federal
auspices for these purposes increased to $12.4 billion.
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TABLE 4.1—Measures of Federal Participation in Credit Markets, FY [956-FY 1980
{5-year averages) ?

Treasury Borrowing as Percent Treasury plus Sponsored Agency Treasury plus Sponsored Agency
_of Funds Raised by Borrowing as a Percent of - Borrowing plus Borrowing for -
Fiscal Years Nonfinarcial Sectors . Total Funds Raised’ ’ Loan Guarantees as™a Percent
, n (2) s of.Total Funds Raised’
: v, M

1956 1960 39 ' : © 164
1961 1965 ) , 8.4 A ) 169
1965 1970 ' 53 ) 149
19711975 133 ) : 207
19761980 188 2.3

'Total funds raised include borrowing by financial and nonfinancial sectors.

Sources: Federal Reserve Board.Data on Treasury borrowing, Sponsored Agency borrowing, funds raised in credit markets by nonfinancial sectors and total funds
raised in credit markets are derived from Flow of Funds Accounts, Board of Governors of the Federal Reserve System. Data on horrowing for primary
guaranfeed loans are derived from Budget of the United States Government, Special Analyses on Federal Credit Programs. N
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TABLE 4.2—Federal Participation in Business Sector Credit Markets?

(Fiscal Years; in billions of dollars} ;

5:year Averages

1955-  1960- 1965- '1970- 1975- Actual
1959- 1964 1969 1974 1979 1980

- Funds raised by private nonfarm, non-" .
“financial business sector* . . . .... . ... 12.7 15.1 32.1 63.3 100.5 1205

Federal credit assistance to businesses and
* nonprofit entities:

Direct loans [111:] 4 0.5 1.0 1.0 1.7 3.2 6.0

Guaranteed loans (net)= .. ......... * 0.6 0.6 2.0 2.3 6.4
Total funds advanced under Federal

AgENCIBS ... i 0.5 1.6 1.6 3.7 56 124
Federal participation rate ............ % 11% 5% 6% 6% 10%
Memorandum:

Share of federally related credit activity n.a. 27% 15% 17% 10% 15%

' Excludes amount for callable cabital subscriptions to |nternat|onal financial institutions.

2Excludes residential multi-family mortgages.

SGuaranteed loans held as direct loans by the FFB are included under direct loans and excluded
from guaranteed foans.

*$50 million or Jess.
n.a. Not available.

Source: Dffice of Management and Budget

Until 1980, the share of Federally -sponsored credit activity de-
voted to business and nonprofit entities (See Table 4.2) had been
declining, from an average of 22 percent during 1960-64 to an av-
erage of 10 percent durmg 1975-79. In 1980, the share increased
to 15 percent.

As shown in Table 4.3, ~despite the decline in relation to other
Federal credit activity, credit assistance to businiess and other non-
profit entities has been growing at a substantial rate. Throughout
the 1955-1980 period, such credit assistance grew at an average
annual rate of 9.5 percent, while prices (as measured by the GNP
deflator) increased at less than 4.5 percent per year. Loans and
loan guarantees outstanding increased tenfold, from $9.1 billion in
1955 to $89.4 billion in 1980.

Federal credit assistance generally has been growmg, as has that
part of the total going to business. Federal credlt a551stance to small

<
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TABLE 4.3— Loans and Loan Guarantees Outstanding at End of Period
{dotiar amounts in billions)

1954-- - 1959—  1964-  1969-  1974-  1979-
1959 1964 1969 1974 1979 1980

Military assistance 0.5 0.1 0.4 1.8 10.1 12.3
Economic assistance 3l 15 8.2 11.3 12.6 12.5
Economic and community development . . 0.4 1.7 37 5.4 30 2.3
Transportation 0.6 0.7 3.0 11.4 13.0
Small business assistance 04 1.0 2.1 6.9 15.1 16.2
i 46 15 115 186 212

— — — . 0.9

43 5.7 6.8 9.6 10.6

19.8 284 46.7 80.2 89.4

* $50 miltion or less.

Source: Draft of “Credit Review Book # 4: Aids to Business and Non-Profit Entities,” Office of Management and
Budget, October €, 1981.

business over a 25 year period shows steady growth. Measured by
total loans and guarantees outstanding since 1954, small business
assistance rates second only to export assistance, and is closely fol-
lowed by transportation, economic, and military assistance. (See
Table 4.3.) But credit assistance to small business grew most rapid-
ly before 1974 and has not grown nearly as much as transportation
and mlhtary credit assistance programs since the mid-1970’s. (See
Table 4.4.) The main SBA business lending program, for example,
has for each of the past five years lent about the same amount of
money in the same number of loans. (See Table 4.5.)

TasLe 4.4—Average}Anmlal Rate of Growth in Quistanding Loans and Loan Guarantees

1959—  1964-  1969-  1974-  1979—
1964 1974 1979

Military assistance -69 -11.8 . 3l
Economic assistance . 19.3
Economic and community develop-

n.m. 2 7
Transportation 1.0
Small business assistance .. .- .m. 20.1
Export promotion 6.0

6
1.
3.
6.
9

©o44 ) 3.5

Total (Average) . 11.0 . 105

n.m.—not meaningful.
Source: Draft of “Current Revw Book # 4: Aids to Business and Non-Profit Entities,” Office of Manage-
ment and Budget, October 6, 1981.
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TABLE 4,5—Total SBA Direct and Guaranteed Loans: FY 1972-1981
[in millions of dolars]

YEAR NUMBER DOLLARS - CONSTANT § (1972)
FY 72 27,749 1,369.8 1,369.8
DIRECT 8,127 1985 1985
GUARANTEED 19,622 L1713 1,171.3
Y 73 . 33,650 19423 1,937.7
DIRECT 6,430 234.1 2215
GUARANTEED 27220 1,759.2 1,664.5
FY 74 27,273 17579 1,529.7
DIRECT  / 5,623 196.6 1711
GUARANTEED 21,830 1,561.3 1,3586
FY 75 22241 1.431.0 1,139.7
DIRECT 6,046 253.7 202.1
GUARANTEED 16,195 17713 937.6
FY 76 26,978 21026 1,591.6
DIRECT 5577 236.9 179.3
GUARANTEED 20,501 1,865.7 1,412.3
FY 77 31,793 31544 2,255.9
DIRECT 6,673 3449 246.7
GUARANTEED 25,120 2,809.5 2,009.2
FY 78 31,650 34028 22678
DIRECT 6,080 339.7 226.4
GUARANTEED 25,570 3,063.1 2,041.4
FY 79 30,096 3501.1 21509
DIRECT 6,150 380.6 233.8
GUARANTEED 23,945 . 31205 19171
FY80 31,519 3,569.2 20114
DIRECT 6,586 3929 2214
GUARANTEED 24933 3,176.3 1,790.0
FY 81 28,650 3,398 17721
DIRECT 5,437 333.0 1743
GUARANTEED 23213 3,060.8 1,597.8
TOTAL 291,599 25,6249 17,926.6

Source: Office of the Controller, Budget Division, U.S. Small Business Mn]inistration.

The statutory bases for general small business credit assistance
programs are the Small Business Act and the Small Business In-
vestment Act. The Small Business Act was designed to assure the
vitality of the private enterprise system by promoting free competi-
tion through the creation, preservation, and growth of small busi-
ness. In addition, it mandates a Federal policy that fosters business
ownership among individuals “who own and control little produc-

tive capital.”

The Small Business Investment Act was designed to improve the
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national economy through programs that stimulate the flow (where
inadequate) of private equity capital and long-term loan funds to
small business concerns. This policy is to be carried out “to ensure
the maximum participation of private financing sources.”

Under the aegis of these two Acts, the SBA provides credit assist-
ance to small businesses in the form of direct loans, loan guaran-
tees, and certain other programs. Originally, the loan programs
were designed to assure access to credit where market imperfec-
tions were perceived. Over time, particularly in the case of direct
loans, the objective of assuring access to credit has been broadened
to include the provision of subsidies where individual businesses
would otherwise be unable to survive competitively. Similarly, the
Justifications for programs authorized under the Small Business
Investment Act (e.g., Development Company Loans and Small
Business Investment Company financing) have been expanded to
target the programs’ contribution to job creation and regional eco-
nomic development.

Equity Capital Environment

[f the prospects of the credit markets seem less than encou raging
to the small business borrower, historic trends in the equity mar-
kets are even less encouraging. Small firms face growing difficulty
generating or retaining equity from both external and internal
sources.

Inflation increases the difficulty of raising funds in the equity
markets because of the higher rate of return needed to replace as-
sets valued at pre-inflation cost. The tax and accounting systems in
use do not account for the replacement cost of assets due to
inflation.

Current accounting practices and existing tax policies have made
internally generated funds an insufficient source of equity capital.
The enactment of the Employee Retirement Income Security Act
(ERISA) and the erosion in the real value of equity holdings have
made it more difficult for small issuers to raise capital in the equity
markets. It is only recently that pension funds have been allowed to
flow into newly formed venture capital pools. The flight of individ-
ual investors from the traditional equity markets in record num-
bers® in the 1970’s has diminished the depth and liquidity of the
market for new issues and has increased the conservatism of the in-
vestment climate. This further discourages a small issuer
contemplating a public stock offering.

*New York Stock Exchange 1981 Annual Report.
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The merger, acquisition, and liquidation of the smaller securities
firms by the larger ones, as well as the merger of some of the larger
firms, will mean that many investment decisions and capital re-
source allocations will be made by a smaller and smaller number of
securities brokers and dealers.

The elimination of the fixed rate commission system which was
used by the securities industry until 1975, may be an important fac-
tor in the increased number of mergers or liquidations of the
smaller and regional broker-dealers. According to a joint study
conducted by the SBA and the Securities and Exchange Commis-
sion (SEC), fewer broker-dealers will survive inflation. This plus
new competition and other adverse economic conditions will result
in less investment research information generated about smaller is-
suers and prospective issuers.?

At the same time that equity markets might prove to be less at-
tuned to small business, internally generated funds have declined
almost consistently during the 1970’s. As a result, many firms have
taken steps to compensate for the effects of inflation and recession:
wage and hiring freezes, posiponement of capital expansion activi-
ties, and reduction in inventory levels. Another facet of the equity
market problem is the underdepreciation of assets. A firm'’s inabili-
ty to adjust for the current replacement costs of assets in an infla-
tionary environment is brought about by restrictive financial ac-
counting standards and decreased earnings. Under the existing tax
law and the accounting conventions, a firm’s capital base is further
eroded.

The combined totals of Federal and state income tax liabilities
and dividend payments have absorbed a larger percentage of ad-
justed pre-tax profits since the late Sixties. In 1966, taxes and divi-
dends represented 64.4 percent of the adjusted pre-tax profits. In
1977 this was 80 percent. The 1977 percentage, while an improve-
ment over the 1974 level in which after-tax profits were eliminated
through tax liabilities and dividend payments, still inhibits capital
formation and contributes to the loss of o, portunities to increase
economic productivity. The cut in the tax on capital gains in the
Revenue Act of 1978 and the Economic Recovery Tax Act of 1981
will help this problem.

3“The Role of Regional Broker-Dealers in the Capital Formation Process,” U.S. Secu-
rities and Exchange Commission and the U.S. Small Business Administration,
August 1981.
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Impact of Securities Laws on Small Business

The Securities Act of 1933 requires that the sale of securities be
registered and that full- disclosure of the offering be made to the
public. This procedure allows potential investors to make a reason-
able judgment on the investment merits of a particular offering.

While there are obviously important public benefits from

requiring accurate and standardized disclosure, small firms have |,

experienced problems raising capital under the requirements of
the 1933 Act because of the costs and contingent liabilities that ac-
company a full registration. This problem has inhibited the flow of
equity capital to small growth firms.

There are three basic exemptions under the 1933 Act that at-
tempt to provide relief to small issuers. They are Sections 3 and 4
of the Act and Regulation A. From the time of the enactment of
the 1933 Act, the SEC has slowly increased the scope of the exemp-
tions. However, until recently, the SEC has been more concerned
with the size of the issue and the number of investors involved
rather than the size of issuer required to meet the reporting and
disclosure burdens of the Act. (For specific aspects of the exemp-
tions see Appendix D.) Since the burden of compliance with the
disclosure rules is greater for smaller issuers, tiering of regulatory
requirements on the basis of size would be consistent with
maximizing reasonable protection of investors and assisting smaller
issuers.

The same size definition problem arises in connection with the
Securities Act of 1934 which requires monitoring of and reporting
by issuers of certain size. Reliance has been based on “numbers of
shareholders” and ‘“dollar amount assets” classifications rather
than the size of issuer. Recenily the SEC, for the first time, pro-
posed structuring reporting requirements under the 1934 Act
(including proxy statement and annual meeting requirements) to
be classified based on various size categories including not only as-
sets, revenues, and shareholders, but also size of the issuers de-
fined by number of employees.

Currently, the SEC and the Office of Advocacy of the SBA are
jointly conducting research to study the SEC’s private registration
exemptions and private offering rules to determine the amount of
capital raised through private offerings, as well as the costs in-
volved for each of the aforementioned exemptive rules. The re-
sults of this research may enable the SEC to ease registration and

143




ERI!

Aruitoxt provided by Eic:

disclosure requirements consistent with providing adequate protec-
tion to the investing public.

Impact of Federal Policy on Venture Capital Sources

Venture capital investment can be defined as the provision of
early stage financing for growth and development companies. Cur-
rently, venture capital is needed in three major areas: (1) early
stages of ventures, (2) the expansion of small growth companies
that do not yet have access to public or long-tcrm, credit-oriented
institutional funding, and (3) management/leverage buyouts that
revitalize major corporate divisions or absentee-owned private
businesses. Three key characteristics which further define venture
capitalinvestment are: - .

(1) equity participation for the venture capitalist either through
direct purchase of stock, or through warrants, options and/or
convertible securities;

(2) long-term investment discipline that often requires a pﬁriodi»’r""‘,

of five-to-ten years for investments to provide a significant
return; and

(8) active, ongoing involvement by the venture capitalist in a
company where value can be added to ihe investment.

While the venture capital market is a multi-billion dollar funding
entity, it remains one of the most misunderstood subjects in the
economy. The sources of venture capital have had difficulty in
maintaining their resiliency in the current economic environment.
The cost of venture capital increases with inflation. Therefore, the
pressure for higher yields by the venture firms and the need for
continuing financing of small companies and for new sources of
venture capital have never been greater.

Professionally managed venture capital companies can trace
their origins to the Small Business Investment Companies (SBICs)
that were originally funded by the SBA. These are entities with pri-
vate capital using SBA funds to leverage the original investment.

Before SBICs there were few venture capital companies, and
fewer that were professionally —anaged. In 1981 SBICs accounted
for over $700 million of private capitalization with Government-
provided leveraging of nearly $800 million. Table 4.6 shows the
number of new SBICs and the private capital they have to invest.

{/\
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TABLE 4.6—Total New SBICs Licensed *

“

Private
Calendar Year Number Capital (in Thousands)
1970 ) ' 25 $10,959
1971 28 8,821
1972 22 . 8,555
1973 Y 9,396
1974 2 21,603
1975 29 16,168
1976 28 20,730
1977 35 23,127
1978 63 68.273
1979 39 46,800
1980 . . ST 44 61,400
© 1981 35 39,687

* Includes Section 301(d) SBICs that invest in business owned by socially or ecanomically. disad vantaged
persons.
Source: Investment Division, Small Business Administration.

Impact of ERISA on Small Business Venture Capital

The passage of ERISA in 1974 and the subsequently issued regu-
lations have greatly inhibited the flow of new private capital to the
venture area by directly prohibiting pension funds from investing
in venture entities and speculative companies.

Recent legal and regulatory changes in ERISA, SEC regulations,
and the tax laws have removed a number of these restraints on
venture capitai investing. Additionally, the capital gains tax reduc-
tion in 1978 has led to a dramatic expansion of ihe venture capital
industry. While remaining static from 1969-78 at $2.5 to $3.0 bil-
lion, the total venture capital pool expanded by fiearly $800 million
during the two-year period 1978-80 and by approximately $800
million more in 1980. The additional reduction in the capital gains
tax by ERTA is expected to be a stimulus to further expansion of
the venture capital pool.

The size of the venture capital pool in 1981 is.estimated to be
$5.0 billion. (See Table 4.7.) Of this sum, about cne-third is cur-
rently in liquid assets and available for new investments. .

145

ERIC

Aruitoxt provided by Eic:




)

TABLE 4.7=Venture Capital Industry é‘stimated Fundings and Disbursements
(millions of dollars)

New Public Underwritings
Private Capital Estimated of Companies with a
Committed to Disbursements  Net Worth of $5 Million
Venture Capital to Portfolio Or Less

Firms Companies Number  Amount

1981 {Est.) $1,300° $1,200
1980 900 1,000 (135) $ 822

1979 39 1,000 ( 46) 183
1978 570 550 (21

Capital Gains Tax Decrease
1977 39 400 { 22)
1976 50 300 ( 29)
1975 10 250 {4

1974 57 350 { 9
1973 56 450 ( 69)
1972 62 425 (409)
1971 95 410 (248)
1970 97 350 {198) 375
Capital Gains Tax Increase
1969 171 . 450 (698) 1,367

Total capital Committed to the Organized Venture Capital Industry
Estimate at September 15, 1981

Independent Private Venture Capital Firms $2.1 billion
Small Business Investment Companies 1.5 billion
Corporate Subsidiaries 1.4 billion

(Financial and Non-Financial)
Total $5.0 bitlion

This pool remained static from 1969 through 1977 at some $2.5 to $3.0 billion (with new funding more or less
equal io withdrawals).

Source: Venture Economics, Capital Publishing Company.
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Results of research attempting to classify where the investments
of venture capital funds were targeted in the 1970’s is shown in the
following chart.

Medical/Health 15 % _

Energy 10%

Productivity
63%

Defense 4%

Environment 4%
Food 3%
Education 2%

J
Source: Venture Economics
‘-

Because the venture capital area is largely private and very com-
plex, it is difficult to decide where funds can be invested. In the
pension area, five years were necessary to decide that venture capi-
tal investing and prudent management of pension assets were in-
consistent with the “prudent man rule.” Tax policy should be ex-
amined in light of its possible effects on venture capital. If venture
capital is to provide an adequate source of financing for the small
business sector, more emphasis must be placed not just on
increasing the flow of venture capital to the small business sector,
but also on the number of professionally managed ven.re funds.

Small Business and Tax Policy

To evaluate the competitiveriess of small business, the impact of
the tax laws must be considered. The Iuternal Revenue Code has
the capacity to influence many aspects <f = business including the
form of organization, the ability to assemble the necessary capital,
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and the wage rates paid. Assessing the impact of the tax system on
small business, however, is not a simple task. Moreover, the diversi-
ty of firms within the small business sector allows many rax provi-
sions to be advantages for some and disadvantages for others.
Finally, the ultimate impacts of some taxes are just not very clear
owing to the complexity of the economy and the varying ability of
business sectors to shift the burden (e.g., from workers to the firm
through higher wage demands, or from the firms to consumers
through higher prices).

The difficulty of accurately and comprehensively identifying the
distortions caused by the tax system, coupled with their ability to
produce major problems for the competitiveness of specific busi-
nesses, provides a powerful argument for paying close attention to
the distortions in the Code and for striving toward tax neutrality.
Recognizing the effects of marginal tax rates on incentives, the
Economic Recovery Tax Act of 1981 (ERTA) was designed to re-
verse the distortions caused by the interaction of the Code and in-
flation. As the provisions of ERTA go into effect over the next few
years, major improvements should occur in the incentives to work,
save, and invest. An in-depth description of the specific effects of
ERTA on small business is contained in Appendix E.

The tax systemn is made up of diverse elements. The most impor-
tant are payroll taxes, personal income taxes, corporate income
taxes, and capital gains taxes. Small businesses may choose whether
to incorporate or not depending upon their particular ¢ x circum-
stances and objectives. In many cases they may also qualify as
Subchapter S corporations, which allow them to enjoy some of the
benefits of both corporate and non-corporate status (i.e., proprie-
torship or partnership).

Small businesses tend to be labor-intensive. But the degree of
labor-intensiveness varies greaily, and undoubiedly. many smali
businesses are even capital-intensive, Furthermore, the small busi-

* ness sector consists of firms engaged in a vast assortment of activid

ties. Individual small businesses, however, can experience sharp
changes in their competitiveness because of their tendency to be
more specialized in their operations and their somewhat greater
capite vulnerability. Consequently, tax changes that appear innoc-
uous in the aggregate may be of critical importance in specific
situations.

Tax-shifting can be important in determining the economic im-
pact of a tax -’ .. :ge, but it is hard to measure even after the fact
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and virtually impossible to anticipate. Shifting occurs when wages,
other costs of operating, or prices are adjusted in response to a tax
change. Lower personal income tax rates, for example, may result
in an easing of wage demands, thereby shifting some of the benefit
to employers. Similarly, prices can be adjusted upwards to shift the
cost of a tax increase to consumers. Such adjustments can occur
even in highly competitive situations if all of the competitors expe-
rience the same tax change and costs or prices are forced to change
for everyone.

There is unquestionably a need to continuously monitor the
biases present in the tax system. The impact of the Code as a whole
must be evaluated, particularly as inflation alters the importance of
the various elements. At the same time, distortions in such econom-
ic choices as between labor and capital, the type of business organi-
zation, the use of borrowed versus equity capital, and the type of
borrowing (tax-exempt, guaranteed loans, etc.) need to be carefully
watched for their implication concerning the competitiveness of -
specific small business sectors. Where ungxpected or undesirable
tax consequences are detected, adjustments in the Code should be
actively considered by the Congress.

Social Security

Social security is an issue of concern to small business..As
outlined in preceding chapters of this report, small businesses are
generally labor-intensive so that their labor costs are of great im-
portance. The social security system is financed by a payroll tax,
which is currently 13.4 percent of the first $32,400 of a worker’s
annual earnings. The employer and employee each pay equal
shares of the tax.

Social security provides retirement, disability, survivor, and
health care benefits. To the extent that workers perceive social se-
curity as a fringe benefit, they may accept a lower wage rate. Thus
it is generally argued that a large portion of the payroll tax is ulti-
mately borne by the worker. Consequently, reducing the rate of
growth of future social security benefits in real terms could lead
workers to demand a 1.gher wage or expect employers to provide
substitutes, such as private pensions or life insurance.

More emphasis-on private pensions could be beneficial to the
economy. There is evidence that as social security benefits have
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grown in real terms they have tended to replace private pensions
and individual savings for retirement. As social security grows at
the expense of private savings, the nation invests less, and econom-
ic growth suffers. Lower economi¢ growth, in turn, reduces wages
and employment and lowers the revenues of the social security sys-
tem, requmng even higher tax rates to finance benefits. Encourag-
ing private pensions, however, would result in more saving by busi-
nesses and worke:s, enhancing the pool of private capital funds.

Social-security faces both a short and long-run financing prob-
lem. The short-run problem is due primarily to a combination of
high inflation and slow economic growth over the last several years.
Social security benefit payments have been growing more rapidly
than the tax reverues paid by today’s weikers to finance those ben-
efits. Although ERTA should stimulate growth and reduce infla-
tion and thereby reverse this trend, additiona steps may be needed
in the short term to shore up ailing trust fun;' balances. A

——d
The long-run problem poses even greater concern. Today there

are 3.2 workers per social security beneficiary. Due to demographic
changes, however, that ratio will decline to two after the furn of the
century. The tax burden on the working population to support
benefits will become increasingly onerous, and a restructuring of
benefits to workers retiring in the future may well be necessary.

A thorough examination of the role of social security seems to be
needed. The President has created a National Commission on So-
cial Security Reform to study the financing problems and make.
recommendations by the end of the year. These recommendatigns
will preserve the original purpose of social security as a basic re-
tirement pension and provide conditions favorable to economic
growth.

SECTION II. IMPACT OF FEDERAL REGULATORY POLICY
ON SMALL BUSINESS

Government-wide Regulatory Reform Efforts

Introduction. During the 1960’s and 1970's a large number of
Federal reégulatory agencies were established. The resultant
regulatory activity, which is in mary instances uncoordinated,
unintegrated and sometimes unnecessary, causes a heavy and

| 11 , :
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accumulatmg cost burden on small business. A 1979 SBA study re- _
vealed that paperwork burdens alone cost small business $12.7 bil- ﬁ
lion per year. A research study funded by the SBA and conducted
by Battelle Human Affairs Research Center demonstrated that

regulatory costs are exponentially higher per unit of sale for firms
with fewer than 50 employees than for larger firms.*

Small business has repeatedly claimed that uniform application
. of the same regulations to them and to larger entities produces
economic inequity. There is considerable evidence that uniform
application of regulatory requirements increases the minimum size
of firms that can compete effectively in the regulated market.’ The
fact that small business spreads these burdens across a smaller sales,
base eventually led to the conclusion that these disproportionate
: ~conomic burdens on small business were key contributors to de-
clines in productivity, competition, innovation, and the relative
market shares of small business.
In 1963 the small business share of the Gross National Product
(GNP) was 43 percent, By 1976 that share had dropped to 39 per-
cent, according to an SBA study.® A major contributing factor is
the overall regulatory burden small business is being asked to
carry.

To address the problem the Congress and the Admmlstr’mon
have taken certain steps. Congress has passed the Regulatory Flexi-
bility Act and the Paperwork Reduction Act as directives to
agencies to reduce the impact of regulations. The Administration,
through the efforts of the Office of Management and Budget
(OMB), and the Office of the Vice President, has proceeded with
: various regulatory initiatives.

Legislative Reform

The Regulatory Flexibility Act.  The Regulatory Flexibility Act
i (RFA) provides for rigorous regulatory analysis of proposed rules

‘Battelle Human Affairs Research Center, “C: mplying with Government Re-
quirements, The Costs to Small and Larger Businesses,” report completed under
SBA grant no. SA-1A-0004-01-0, Scplcmber 1981. . \

$“Smaller Enterprise Regulatory improvement Act,” Report of the Committe'e
on Small Business, U.S. House of chrescmallvcs Report 96-519, October 17,
1979.

“_]ocl Popkin and Company, “Strategy. for a Micro-Data Base for Small * 1si-
ness,’ Progress Report of March 12, 1980. (Prepared for the Small Business Ad-
ministration und r contract wo..2624-0A-79.)

N
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that would exert a “significant economic impact on a substantial
number of small entities.” When such an effect does not occur, the
RFA provides that an agency can so certify the fact, and thereby
eliminate the necessity for a regulatory analysis. The RFA also re-
quires agencies to review existing regulations periodically and to
publish agendas of forthcoming rules. Finally, the RFA gives re-
sponsibility for monitoring Federal agency compliance with its pro-
visions to the Chief Counsel for Advocacy of the SBA.

The requirement for preparation of both initial and final
regulatory analyses by agencies is an important and fundamental
step forward for Federal rulemaking. This process has already
stimulated greater agency awareness of the impact of Federal ac-
tions on small business. The RFA also requires agencies to consider
paperwork requirements and burdens of proposed regulations
prior to issuing rules. By making these analyses the agencies have
been required to defend their regulatory activities publicly.

The RFA further requires that agencies review all existing regu-
lations. Most major agencies have now published a review plan and
are coordinating their efforts with the Presidential Task Force on
Regulatory Relief in its Government-wide review of existing regu-
lations. These actions provide a rigorous review of future regula-
tions in coordination with a Government-wide review of existing
regulations.

A significant benefit 1o small business of the RFA is its require-
ment that agencies semiannually publish in the Federal Register an
agenda listing rules they intend to promulgate in the future. Publi-
cation of these agendas substantially lengthens the amount of time
that the small business community has to react to these proposals
and discuss them intelligently with the Federal agencies.

The RFA also designates a single office, the Chief Counsel for
Advocacy of the SBA, to monitor the performance of agencies in
regulating small business. The Chief Counsel is to report on agen-
cy compliance with the RFA to the President and to four Commit-
tees in Congress at least annually.” Further, the Chief Counsel is
authorized to appear as an amicus curiae (friend of the court) in any
action to review a final rule.

The RFA encourages agencies to develop alternative regulatory
techniques, such as “tiering,” to lessen regulatory requirements on

"The four Committees are: The Senate Select Small Business Committee,athe

House Small Business Comnmittee, the Senate Judiciary Committee and the

E

House Jugiciary Committee.
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small business. Tiering involves establishing different or less bur-
densome regulatory approaches for small business than for large.

In the first year under the RFA, some Federal agencies have dem-

onstrated that the concept of tiering can work. They have also
demonstrated that Federal agencies can regulate smaller entities
effectively without abrogating statutory responsibilities. In October
1981, the Chief Counsel for Advocacy reported to the House Com-
mittee on Small Business that compliance with the RFA by the Fed-
eral agencies to date had been mixed but encouraging.

A notable downward trend in new Federal regulatory activity has
occurred. For example, the number of rules issued in 1981 has
significantly decreased from 1980 levels. No doupt the transition in
Administrations played a part in_this, as well as the President’s
Moratorium on Final Rulemaking which went into effect in Janu-
ary of 1981. The RFA has contributed to this more deliberate ap-
proach to rulemaking.

The Paperwork Reduction Act. The Paperwork Reduction Act of
1980 (PRA) (P.L. 96-511) also addresses the regulatory problems
of small businesses. It vests broad authority to approve new pro-
posed paperwork forms in the Director of OMB, and creates an
Office of Information and Regulatory Affairs to discharge the Di-
rector’s responsibilities.

Most significantly, the PRA imposes uniform standards and elim-
inates overlapping agency information collection requirements;
limits existing burdens and sets goals for reduction of Federal
paperwork burdens (15 percent by October 1, 1982, and a further
10 percent reduction by October 1, 1983); prohibits agencies from
collecting information from the public without first consulting
OMB and demonstrating that the information requested is useful
and does not overlap other requirements; and provides that after
December 31, 1981, no business or citizen need comply with a Fed-
“eral information collection request that does not contain an OMB
clearance number on its face.

Federal paperwork burdens are a prime source of frustration for
small business. Implementation of the PRA holds great promise for
reducing this burden.

Proposed Regulatory Reform Act of 1980—S.1080. Legislative atten-
tion to regulatory reform continues in the 97th Congress. Enact-
ment of the proposed Regulatory Reform Act, §.1080, would aug-
ment the small business benefits attributable to the RFA. While the
RFA requires only a reasonable basis for the adoption of a particu-
lar regulatory alternative chosen for a major rule, this bill would




additionally require a showing that the regulatory alternative
chosen is the most cost effective. The bill would also prohibit
courts from presuming the validity of the agency interpretation of
the law supporting the adoption of the rule.

Executive Branch Regulatory Initiatives: On January 22, 1981, the
President appointed Vice President Bush to head a Regulatory Re-
form Task Force, to review existing and proposed regulations and
to oversee the development of legislative proposals. On January 29,
1981, President Reagan placed a 60-day moratorium on issuance of
final rules in order to review them. In February he signed Execu-
tive Order 12291, which provides new directives on regulatory pro-
cedures for the executive agencies and supplements the coverage
and application of provisions of the RFA. N

Fxecutive Order 12291 authorizes OMB to clear final decisions
and drafts of proposed major rules and requires agencies to submit
to OMB a Regulatory Impact Analysis of major proposed rules.
The analysis must demonstrate that the potential benefits of the
proposed regulations outweigh the poeential costs. Executive
agencies must also submit regulatory agendas detailing agency
plans for future rulemaking.

In the same announcement, the Vice President addressed the
special problems of small business and initiated a combined effort
with the SBA’s Office of Advocacy and the Commerce Department
to focus on small business regulatory problems and urged the pub-
lic to write and tell him of their problems.

A review of the letters sent to the Vice President indicates that
small business regulatory problems can be categorized into roughly
six general areas: (1) disagreement with the regulation itself; (2)
enforcement problems with inspectors, including fines or costs of
appeals; (3) costs of compliance, such as expenses for equipment;

_(4) administration requirements, which include licensing and pet—

mits; (5) communication issues with agency officials on
interpretations, definitions, etc.; and (6) paperwork requirements,
which are time consuming even when understandable.

Labor regulations generate the most complaints especially in the
areas of affirmative action rules, safety and health regulations, sex-
ual harassment and discrimination rules, and minimum wage re-
quirements. Tax regulations, environmental rules, residential and
commercial building standards, trade regulations, and agricultural
labeling and inspection requirements follow close b *hind.
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Impact of Labor Regulation

Introduction. Federal labor policy has developed on several tracks
since the 1930’s. Congress, the Courts, and the Executive Branch
have all had a hand in developing standards to regulate wages and’
hours of labor, employee benefits, employment practices, and
physical safety on the job. Other Federal policies affect a wide vari-
ety of labor concerns, such as poverty, race relations, environ-
miental issues, and collective bargaining. The stresses and burdens
of outmoded or unnecessary labor regulations are felt particularly
keenly by small businesses because they are labor-intensive.

The issues discussed below are examples of highly regulated
areas, particularly in regard to their impact on small business: the
Employee Retirement Income Security Act (ERISA), the Davis-
Bacon Act, the Service Contract Act, the Office of Federal Contract
Compliance Programs (OFCCP), and the Occupational Safety and
Health Administration (OSHA).

Employee Retirement Income Security Act

Background. The Employee Retirement Income Security Act
(ERISA) was enacted in 1974. ERISA established minimum
standards for participation, vesting, and funding, and required
plans to meet certain reporting, disclosure and fiduciary require-
ments. In addition, Title IV of the law established a guaranteed
termination insurance program for defined benefit pension plans
funded by premiums payed by plans.

The law ts a complex one, involving tax and labor laws and af-
fecting the banking, securities, insurance, real estate, and other
sectors of the economy. The complexity of the law and the require-
ments it poses present many problems for small business.

The General Accounting Office conducted a study of the “Ef-

fects of ERISA on Pension Plans with Fewer Than 100 Partici- |

pants”® in 1979. It found

...about 18 percent of the plans have been terminated
and about 82 percent continued. The Act was a major fac-
tor in the decision to terminate about 4| percent of the
plans no longer in existence. Of the plans continued, 89
percent had to be revised to meet the Act’s employee pro-
tection requirements ... about 46 percent of the plans

SHRD 79-56, April 16, 1979.
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which were terminated did not meet the Act's minimum
participation and vesting standards, which are designed to
guarantee that employees benefit from a pension plan
without having to meet unreasonable service and age re-
quirements. Also, about 28 percent of the sponsors who
terminated plans provided or planned to provide coatin-
uing pension coverage for their employees th rough new or
existing employer-sponsored plans.

The one-time cost to revise the plans to comply with the
Act’s requirements and the annual costs to administer
plans in accordance with the Act resulted in an increase in
total estimated administrative costs of $553 million, or
about 352 percent. However, about 67 percent of the in-
crease was onc-time cost to revise the plans to meet the
employee protection requirements of the Act. The rest was
for increased annual administrative costs.

In 1977 a survey? was conducted by the Retiremrent Administrators
and Designers of America of certified public accounting firms that
service small business. The survey found that many small employ-
ers are discouraged by ERISA from.setting up qualified pension
plans. According to the study, 69 percent of the employers who
terminated pension plans cited ERISA as the reason for termina-
tion. Common small business complaints are that the rules are too
complex, compliance with the many pdperwork requirements is
burdensome, and delays in issuing rules, opinions, and exemptions
make it more difficult to understand what constraints exist on a
specific pension plan.

Amendments to the Multiemployer Pension Plan Amendments.

Since ERISA’s enactment, the Multiemployer Pension Plan
Amendments Act of 1980'° has been the only maJor substantive
change to ERISA. The purpose of the 1980 revision was to
strengthen the funding requirements for multiemployer pension
plans, to authorize plan preservation measures for financially

“This survey was conducted by Retirement Administrators and Designers of
America, a nationwide organization of twenty-three pension consulting firms
which service an estimated 6000 qualified plans, principally in the small employ-
er area. Five hundred CPA firms were surveyed (excluding the “Big 8"). Twenty-
seven percent (135 firms) responded to the questionnaire.

19P.1. 96-364; signed into law on September 26, 1980.
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troubled multiemployer plans, and to revise the manner in which
the pension plan termination insurance provisions apply to
multiemployer plans. Under the new law, the insurable event was
made plan insolvency rather than plan termination. In addition,
employers were required to pay withdrawal liability to the plan at
the time of their withdrawal rather than pay contingent liability to
the Pension Benefit Guaranty Corporation (PBGC) if the plan ter-
minated within 5 years of their withdrawal. :

Prior to passage of the Multiemployer Act, employers in
multiemployer plans generally could withdraw from a plan with no
further responsibility for benefits nc - funded under the plan.
As amended by the Act, ERISA now requires that all withdrawing
employers fund a share of the plan's unfunded liabilities when they
withdridiv. This “withdrawal liability” is paid off by the employer
basically at the yearly rate paid by the employer prior to withdraw-
al; in no case will the employer make these payments for more than
20 years. However, there is no across-the-board net v.orth limita-
tion on the withdrawing employer’s liability. Thus, in some cases,
assessment of this withdrawal liability may exceed the company’s
net worth. This has proved to be a major obstacle to small
companies that want to sell assets, merge with another company or
engage in various other common business transactions.

While no solution to this problem has been decided upon, one
option would be to exempt certain companies from these provi-
sions when there is a change of contributing sponsor rather than
withdrawal from the plan. In addition, to help prevent increasing
large liabilies resulting in heavy withdrawal penalties, a plan
trustee’s ability to increase future benefits paid to plan participants
and beneficiaries could be limited.

Retirement Income Incentives and Administrative Simplification Act

A second potentially major change to ERISA is currently under
consideration in the Congress: the Retirement Income Incentives
and Administrative Simplification Act of 1981.'"" The bill makes
substantial changes in the reporting and disclosure, fiduciary, and
other provisions of ERISA. Title VI of the bill revisés the termina-
tion insurance provisions for single employer plans. Also, the bill
establishes a single agency to administer ERISA.

Fundamental restructuring of the single emplover termination
insurance program is needed not only to insure its soundness but

'S 1541, HOR. 45330,




also to provide for more effective administration.

The Administration has testified in favor of the bill’s single em-
ployer termination insurance changes, with certain amendments.
The bill addresses one major problem with current law by
changing the event that generates PBGC guarantees from termina-
tion of the plan to liquidation of the firm. In addition, the PBGC’s
status in bankruptcy is changed from having a preferred claim on
30 percent of the company’s net worth to having the same status as
other general creditors, whose claim will be equal to the amount of
the fully guaranteed benefits.

The bill also assures that businesses cannot shed unfunded pen-
sion liabilities by spinning off or selling weak subsidiaries or divi-
sions. The bill corrects this by providing for contingent liability on
the part of the seller and the control group within certain time pe-
riods. We believe, however, that there should be an exemption
from contingent liability for all plans with unfunded vested liabili-
ties under a certain amount, perhaps $500,000. This exemption
would help the many small businesses that are sold to new owners
each year.

Single Agency Legislative Proposals. A number of legislative plOpOS-
als have recommended that the responsibilities for ERISA, which
are now shared by the Departments of Labor (DOL), Treasury and
the PBGC, be consolidated within a single new agency. The princi-
pal problems of multiple jurisdiction arose immediately after pas-
sage of ERISA. The existing shared jurisdiction between DOL and
Treasury has been responsible for certain duplications of effort as
well as delays in promulgating certain ERISA regulations.

There has been considerable improvement in administration due
to the concerted efforts of the respectlve departments to reduce
duphcatlon coordinate plan filing requirements, and generally cut
down on required paperwork. While the present system is working,
small businesses perceive compliance with regulations of three
separate agencies for one area of law as costly, confusing, and
inefficient.

Administrative Changes

Paperwork Reduction. Stpall employers are disproportionately bur-
dened by ERISA paperwork and are generally discouraged by com-
plex reporting and disclosure requirements and all the additional
paperwork involved in setting up and administering a pension
plan. While the DOL has taken some limited steps to simplify re-
porting and disclosure for small plans, the burdens remain
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unnecessarily heavy. Reducing these burdens has to be a top prior-
. ity. The Presidential Task Force on Régulatory Relief has desig-
" nated ERISA regulations as one of its chief targets in 1982. In
addition, DOL has been closely examining existing requirements
and is committed to simplifying them.

An example of where simplification in needed is the Summary
Annual Report (SAR), which ERISA requires to be prepared and
given to participants. The SAR is rarely read and is too technical to
be understood or used by ~overed employecs. As an alternative to
the SAR, some have suggested that employers could report rele-
vant information to emplovees, and allow interested employees to
review pension plan books and records upon request.

Prohibited Transactions Rules. The ERISA prohibited transactions
crules are necessary for DOL to enforce the ERISA fiduciary provi-
sions properly. At the same time, they can be quite burdensome on
normal transactions in that in many instances, the regulations do
not reflect real-world events. One way to reduce the cost of smail
business’ comipliance would be to clarify prohibited transactions
rules and simplify the approval process. Administration proposals
for class exemptions should provide a vehicle for consideration of
these small business concerns. .

Other Changes. The Presidential Task Force on Regulatory Relief
has focused on several other ERISA regulations as being overly
burdensome on smal} business. Both the Department of the Treas-
ury and DOL are reviéwing these areas to see what can be done
quickly.

Davis-Bacon Act.

The Davis-Bacon Act of 1931 was enacted in order ro prevent
itinerant contractors, using cheap labor, from entering and dis-
rupting marketplaces by undercutting local contractors bidding for
Federal construction contracts. This primary objective was to be
achieved by requiring contractors to pay, at a minimum, wages
equal to those “prevailing” in the community where the Federal
constryuction was to be performed.

The major problem for small business under the Davis-Bacon
Act stems from the regulatory process DOL uses to set “prevailing”
wage rates for job categories. Often the resulting wage has been set
above actual area wage rates. Currently, those regulations that gov-
ern the method for determining the prevailing wage, as well as
those imposing burdensome reporting requirements, are being re-
vised. If finalized, these modifications will make administration of
the Act fairer. Small businesses contend that these changes may be

159
O

ERIC 13y

Aruitoxt provided by Eic:



E

quite limited when considering the total impact of the Act on pres-
ent-day construction levels. For that reason, legislation exempting
small contracts from the Davis-Bacon Act is under consideration by
the Congress.

Many small business groups have supported efforts to raise the
threshold contract size for compliance from $2,000 to a higher lev-
el. They argue that by tfering compliance burdens, small construc-
tion firms could be encouraged to compete for Government proj-
ects at a substantial savings to the taxpayer while reducing the
regulatory burden on the small business community.

Service Contract Act.

e

The Service Contract Act requires that any Federal contract in
excess of $2,500, the principal purpose of which is to furnish serv-
ices through the use of service employees (as opposed to adminis-
trative, professional, or executive employees), must provide mini-
mum wage rates and fringe !enefits as established by DOL. It is
estimated that between $5-$10 billion is spent annually on Federal

service contracts, 75 percent of which are wages and fringe benefit

Costs.
Recent administrative practice has been to include contracts un-

der the Service Contract Act regulations that go beyond those orig-
inally intended. For that reason, DOL has proposed to exercise its
authority under the law and narrow the Act’s application by ex-
empting the following areas from coverage: maintenance of auto-
mated data processing equipment, research and develc yment serv-
ices, sale of timber from Federal territory, and medical and
scientific apparatus maintenance.

Small business’ major complaint with Government contracts has
been the mandated wage rates which decreased the participation of
small firms in bidding for Federal contracts. Currently, the regula-
tions that govern the method for determining the prevailing wages,
as well as those imposing cumbersome reporting requirements, are
being revised and, if finalized as proposed, will reduce small busi-
ness burdens.

Office of Federal Contract Compliance Programs.

(OFCCP) Executive Order 11246, as amended, was issued in
1965, and prohibits Government contractors from discriminating
against any employee or applicant for employment based on sex,
race, color, religion, or national origin, and requires contractors to
take affirmative action in the workforce. Responsibility for en-
forcement of the Order was placed with the Secretary of Labor.

While the intent of E.O. 11246 1s admirable, the administrative
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practices and policies of the OFCCP have not achieved this goal. It

has long been a major concern of business that the OFCCP has lost
~ sight of the program’s original intent: to promote the recruitment,
. training, and hiring of minorities and women. —

DOL recognized the cumbersome effect of the OFCCP on small
firms, and in accordance with the Regulatory Flexibility Act (RFA),
proposed rules exempting most small firms from the paperwork
burdens of affirmative action plans (AAPs). The proposed rule
would require contractors retaining at least one $1.000,000 Gov-
ernment contract (as opposed to the present $50,000 level) and 250
or more emplovees (as opposed to the present 50) to prepare a
written AAP. Those firms not meeting the proposed thresholds,
vet retaining a Government contract in excess of $10,000, still
would be prohibited from discriminating in employment and
would be required to practice affirmative action; however, the bur-
den of developing and implementing a written AAP would be
lifted. I finalized, OFCCP's proposed revisions would ease much
of the regulatory burden on small firms without significantly di-
minishing its jurisdiction over employees of Federal contractors.'?
Occupational Safety and Health Administration.

Before the Occupational Safety and Health Act was enacted in
1970 there existed a plethora of Federal safety and health laws
confined to specific groups of workers. This Act is a single compre-
hensive safety and health law “to assure as far as possible every
working man and wormnan in the Nation sate and healthful working
conditions.” Until recently, the Occupational Safety and Health
Administration (OSHA) has been the target for complaints by
thousands of small businesses.

Chicf among small business’ complaints is the targeting and
over-inspection policies of OSHA. According to a Bureau of Labor
Statistics analysis of County Business Patterns in FY 1979, OSHA
was inspecting small establishments (where employees are grouped
in one physical location) to a greater extent than the proportion of
emplovees they represent. Almost 30 percent of all inspections
were in establishments with 10 or fewer workers (covering 17 per-
cent of all workers) and nearly 50 percent of all inspections were of
firms emploving 25 workers or less (accounting for nearly 30 per-
cent of all workers). Considering that businesses with greater than
26 employees represent more than 70 percent of all workers and

‘246 FR 42968 August 25,'1981. DOL Initial Regulatory Flexibility Analysis es-
timates that of the 16,767 Government contractors presently required to develop
an AAP, over 12,000 small businesses will be exempted. Yet 77 percent of all em-

~ ployees of Government contractors will still be covered by a written AAP.
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are responsible for 72 percent of all fatalities, it is understandable
that small business felt overburdened.

In October 1981, OSHA modified its procedure for targeted in-
spection scheduling of the general or manufacturirig industry. The
new procedure deletes from the official list of establishments those
general industry firms with 10 employees or less. Additionally,
OSHA will no longer, under normal circumstances, conduct gener-
al safety inspections at work sites where satety records show the
number of workdays lost to injury each year is beneath the
industry-wide average of 5.2 days per 100 workers.'s OSHA will
continue to inspect small facilities on complaint.

Another target for criticism by small business is OSHA’s
inconsistency in levying penalties. OSHA has no fixed penalty
schedule and is reluctant to develop one because administrative
flexibility to look at “good faith” efforts and “history of previous
violations” would then not be permitted.

- Current policies, which mandate stricter adherence to National
Office directives, will eliminate unneeded inspections, concentrate
OSHA'’s workload n protecting worker safety and health where it
is most seriously threatened, and create a more favorable working
relationship with small business. In addition, OSHA is now work-
ing with small business trade associations to consider better ways to
assist small businesses, including the increased use of five state con-
sultation services. '

Impact of Federal Health, Safety and Environmental Regulations

The economic impact of health and safety regulations on small
business is great. However, the benefits and/or effectiveness of
these rules are often difficult, if not impossible, to measure. The
primary short-term impact of this type of regulation is often ad-
verse because such regulations sometimes require large expendi-
tures of capital and employee time. This creates economies of scale
in regulatory compliance that alter small business’ ability to com-
pete in certain industries. The sizeable economic impact is reflect-
ed in one estimate that environmental and occupational safety and
health rules alone reduce U.S. productivity growth by one-third ..
a percentage point annually.

“Industry-wide average calculated annually by Bureau of Labor Statistics. Last
revision: November 1981,

'Edward F. Dennison, “Effects of Selected Changes in the Institutional and
Human Environment Upon Ouiput Per Unit of Input,” Survey of Current Busi-
ness, January 1978.
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Historically, regulatory standards have been imposed on busi-
nesses with no analysis of their ability to comply or of the need for
regulating a business of that size. The Regulatory Flexibility Act
mandates that all Federal agencies consider regulatory alternatives,
such as tiering, that accommodate both small business needs and
regulatory goals. By requiring agencies to analyze and address the
economic impact of their regulations on small business, fairer
treatment of small business interests should result. For example,
OSHA now mandates that small businesses be given longer phase-
in times and greater assistance in compliance.

Traditional Economic Regulation Impacts

egulation of prices and market entry are key aspects of the
¢ .est forms of Federal regulation. Railroads, utilities, telegraph
companies, trucking companies, broadcasting companies, airline
companies and other industries are all subject to varying degrees of
Federal economic regulation. Regulatory statutes for these indus-
tries were enacted decades ago, often to protect small users or serv-
ice providers. In the intervening years, new technology and
changing markets have made aspects of many regulations obsolete.
Regulatory controls have served to restrict new, small firms from
entering markets, to limit price competition between existing
companies, and to narrow the range of services available to the
public.

The high costs of economic regulation have resulted in a series
of deregulatory efforts in the past decade, such as the Motor Carri-
er Act of 1980, the Staggers Rail Act of 1980; and the Airline
Deregulation Act of 1978. These laws phase out entry control, rate
regulation, and antitrust immunity for cellective rate setting. Esti-
mates of the savings from the Motor Carrier Act alone range from
$2-$5 billion annually. In the airline industry savings were esti--
mated at $1 billion annually for 1978 and 1979.

The unique impact of economic regulation on small business re-
sults from the increased market rigidity imposed. In the trucking
industry, for example, small carriers are less able to afford the
lengthy administrative battle necessary to apply for a trucking li-
cense. Tariff filing requirements and the pervasive role of rate bu-
reaus make it difficult to price independently and competitively.
Restrictions on leasing of vehicles make it difficult for smaller
companies to use trucks efficiently. Small shippers who rely on the
trucking industry are similarly disadvantaged when a carrier can-
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not easily adapt a service offering or change a rate or route to meet
the needs of the smaller entity. The complexity of the class rate sys-
tem, and the rate bureau and rate regulatory process, creates a
premium on regulatory expertise that is not available to many
small shippers. While small shippers and small carriers are ex-
pected to benefit greatly from recent deregulation of the trucking
industry, it is likely that the full benefits will not be felt until the re-
maining regulations are eliminated. ‘ ‘

Other deregulatory efforts in banking, broadcasting, airline,
telecommunications, agricultural marketing, and rail industries can
be expected to increase similar opportunities for small business if
progress is made in eliminating entry barriers and other regulatory
restraints on competition rather than simply freeing existing regu-
lated firms from rate regulation. .

In this regard, it is important to acknowledge the impact of any-
trust immunities enjoyed by many regulated industries. The impact
of these statutory exemptions from the basic laws of competition
has been well documented'® and elimination ‘of the special exemp-
tions contained in the several laws would be a significant small
business achievement.

Regulation of Government Procurement

Background. Federal procurement of goods and services is a
$110-billion-a-year business involving one-fifth of the Federal -
budget, more than 130,000 Federal employees working in over 100
Federal agencies, and over 17 million procurement actions a year.
Another $30 billion is spent on procurement under assistance pro-
grams, according to figures provided by the Office of Federal Pro-
curement Policy (OFPP).

Of the $110 billion procurement expenditure in FY 1980, 90
percent, or $99.6 billion, was accounted for by contract actions of
more than $10,000. However, 97.5 percent of procurement actions
involved contract actions under $10,000, and 2.5 percent involved
434,000 contract actions of $10,000 or more. )

P.L. 95-507 requires that small businesses receive all Federal
contracts of $10,000 or less which are considered small purchases
(unless responsive small offerors cannot be found). Of contracts

15 Report to the President and the Attorney General of the National Commis-
sion for Review of Antitrust Laws and Procedures, January 22, 1979; “Antitrust
Exemptions and Immunities,” hearing before the Subcommittee on Monopolies
and Commercial Law of the Committee on the Judiciary, House of Representa-
tives, March 19, 1977. '
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over $10,000, small business received $14.8 billion, or about 15
percent of large contract dollars. Of the total Federal procurement
expenditure, sinall business received $25.4 billion, or 23 percent.

Small businesses are generally concerned with what they perceive
to be their low level of participation in the Federal procurement
process. While small business creates approximately 38 percent of
the GNP, its market share of Federal procurement is considerably
less: 23 percent. Moreover, in recent vears, the small business’ mar-
ket share of Federal procurement has been declining.

'‘Small Business Concern with the Current Procurement System. Small
businesses generally view the following issues as impediments to
their securing a hlghcl share of Federal procurement dollars: com-
plexity and inconsistency of the current procurement system; gen-
eral failure to lmplcmcnt laws intended to increase the small busi-
ness share; extensive government competition with the private
sector; ahd slow or late payments to small contractors.

The existing procurement system has become too complex for
small business participation, and, in some cases, has prevented
small business from getting 1ts fair share of total Federal procure-
ment dollars. The complexity of the system stems from-
inconsistencies in the Armed Services Act and the Federal Property
Act and amendments to those laws. A survey of nineteen agencies
conducted by OFPP in 1978 and in 1979 found that there are 485
offices regularly issuing procurement regulations, 877 different
sets of regulations, and 64,600 pages of regulations in effect.
Twentyv-one thousand and nine hundred new or revised pages of
procurement regulations are issued each year.

Other small business problems that flow from the complexny of
procurement practices exist. First, adversarial relationships be-
tween Government and its suppliers are created by the cumber-
some, costly, and frustrating procurement process. Second, nearly
one-half of the contract funds are not let on a competitive basis.
Third, burdensome paperwoll\ reqmrements increase program
costs apd contract prices and discourage participation by small
contractors.

Fourth, therc is a general disparity in the Federal incentives to
small and large business procurement. Recent research by the Of-
fice of Advocacy indicates that large firms receive about $2 billion
a year morce than small firms in monies tied to Independent Re-
search and Development/Bid and Proposal costs. These—are not
costs related to doing business as much as they are subsidies to cer-
tain companies in obtaining further Federal contracts.”

L)
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Fifth, overly rigid specifications for technical products are often
developed cooperatively with large businesses and then used as a
basis for non-competitive ne jotiations with those same large firms.

Sixth, small business cannot afford to participate in fixed price
contracts for high risk performance.

Seventh, the lack of sufficient numbers of competent and well-
trained contracting professionals has hindered small business
participation.

Failure to I'mplement Beneficial Federal Procurement Laws. Public
Law 95-507 was enacted in 1978 to increase contracting and
subcontracting opportunities for small businesses, particularly for
minority smnall businesses. Among other things, the law requires
each solicitation for contract bids of over $500,000 (and $1 million
for construction) to contain a plan to subcontract a part of the
work to small business. Failure to submit such a subcontracting
plan should result in a denial of the award and be considered a fac-
tor in any future awards.

The desired dramatic increase in small business participation in
subcontracting has not been realized, partly because contracting of-
ficers have not been diligent in enforcing it and partly because
SBA has been unable to monitor performance under this
provision.

Random surveys of large contracts indicate that plans do not in-
clude small business subcontracting plans. A major effort to en-
courage the procurement agencies to enforce these subcontracting
provisions is necessary.

Uniform Federal Procurement System. In 1972 the Congressional
Commission on Government Procurement made 149 specific rec-
ommendations, the cornerstone of which was that an Office of Fed-
cral Procurement Policy be established to provide leadership in the
development of Government-wide procurement policies. In re-
sponse Congress enacted the Federal Procurement Policy Act in
1974 which established OFPP as a part of OMB. The initial auth-
orization of five years was to provide “. .. overall direction of pro-
curement policies, regulations, procedures and forms for executive
agencies...” In 1979 OFPP was reauthorized for an additional
four years. Congress has recognized that a tomprehensive ap-
proach to the Federal Government’s procurement is necessary.
Thus, it has directed OFPP to develop and propose a uniform,
comprehensive, innovative procurement system for use by Federal
agencies without regard to current barriers or statutory
requirements.

In October 1981, OFPP circulated for public comment a draft
proposal entitled “A Legislative Proposal for a Uniform Federal
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Procurement System” as required by P. L. 96-83. The first and
most important change proposed by the new Federal Procurement
System Act is the requirement that OFPP promulgate rules and
regulations with notice and comment rulemaking procedures. If
these procedures are adopted, all rules proposed under this Act
would be covered by the Regulatory Flexibility Act’s requirement
for analysis of the proposed rules’ impact on small businesses. Such
a process of analysis should result in a procurement system more in
tune with the needs of small business.
In addition, the Federal Procurement System proposed legisla-
ticn would benefit small business by:
. Uulmng Lommerudl products to the greatest extent possible
and usmg commercial practices, terms and conditions;
® Establishing the general policy that the Government should
rely on private enterprise to supply the products and services it
needs;
® Implementing an equitable profit policy to allow profits com-
mensurate with market place risks;
® Utilizing solicitations that would use functiona! standards and
specifications instead of design types;
® Encouraging contract administrators to be more user-oriented;
® Assigning individual responsibility, authority, and ac-
countability for procurement;
¢ Simplifying, claritying, and integrating the entire Federal pro-
curement system;
® Making the Federal Acquisition Regulations consistent with
other policies and regulations of the Federal Government; and
¢ Providing for acceptance of valid, unsolicited proposals.
Government Competition. Government competition with small
business threatens the viability of many small businesses and dis-
courages many from'doing business with the Federal Government.
In an often-cited study'®, OMB has estimated that Federal em-
ployees perform 11,000 commercial or industrial activities, many
of which could be performed by small business. The cost of these
activities was approximated to be $19 billion. In 1979 a Task
Group on Government Competition established by the Office of
Advocacy of SBA estimated potential; savings to the taxpayer of
$2.98 billion annually if 85 percent of those in-house activities cur-

18 Report to the Congress by the (lompr()l‘cr General of the United Slates/,
“Civil Servants and Contract Employees: Who:Should Do What for the Federal
Government?" (FP CD-81-43) June 19, 1981, p. 15
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rently justified in non-cost terms were opened up to competitive
bids.

The statistics compiled by SBA on the rate of small business par-
ticipation in Federal procurement are not encouraging. Despite the
efforts of SBA and the various Offices of Small and Disadvantaged
Business Utilization in contracting agencies, the average annual in-
crease in percent of total Federal procurement awarded to small
business between 1970 and 1978 was less than | percent. In fact,
since 1979, the small business share of total Federal procurement
has actually been declining. Preliminary figures for 1981 indicate
that this\downward trend is still continuing.

Slow Payment to Small Contractors. Another urgent problem for
small business i1s slow payment of contract obligation by Federal
agencies. Late payments are a form of involuntary credit extended
by small businesses to the Federal Government at no interest. This
1s credit which small businesses cannot afford to extend. Many
small business people with good performance records have discon-
tinued business with the Federal Government because of late pay-
ment problems. The General Accounting Office (GAO) has esti-
mated the cost of these late payments to the private sector to be
between $150 and $375 million.!”?

Impact of Federal Policy on Innovation and Patents

Introduction. The impressive small business contribution to inno-
vation i1s well documented. A recent House Small Business Com-
mittee report found that small firms demonstrated an “unusual
ability to innovate which makes their contribution far greater than
their size.”'®

The report describes the important inventive contributions made
by independent inventors and small companies in the Twentieth
Century—far-reaching inventions such as penicillin, polyester fi-
ber, zippers, the helicopter, the polaroid camera, kodachrome film,
xerography, and the ballpoint pen.'* The House Report further
notes that innovative companies contribute more to employment
and tax revenues than mature firms.

Impact of Federal Policies on Small Business Innovation. As small
businesses progress through various stages of growth, they are af-

17GAO Report to David Stockman and Donald Regan, B-204733, October 8,
1981, p. 6.

8 House Small Business Committee Report, to accompany H.R. 432, November
20, 1981, pp. 6-8.
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fected by various Federal policies and regulations such as those
governing the commercialization process, financing, procurement,
taxation, and patents and copyrights.

Federal Regulafion. A prime examnple of the problems created by
Federal regulation is the testing and approval procedures for new
drugs and medical products required by the Federal Food and
Drug Administration prior to commercializatdon. Small innovative
manufacturers cannot atford such delays, often 7 to 10 vears, be-
cause creditors and investors require a much more immediate
pavback. The delaved return on investinent results in a
concentration of innovation in larger firms which are better able to
underwrite the full costs associated with new products,

Financing. Capitalization of new, innovative firms is difficult be-
cause they arc generally high-risk and potendal investors are hard
Lo attract.

Current Federal grant assistance, which is important in bridging
the “capitai gap™ that develops for most firms from the time a pro-
totype is developed until commercialization, is limited. Venture
capital funds are available through programs such as the SBIC Pro-
gram, but these Federally-funded programs involve heavy
paperwork burdens for the few firms fortunate enough to receive
funding. ,

Access to funding through public offering is also difficult for the
small innovative company. Generally, stock offerings must meet
the requirements of the Securities Act of 1933 and the Investment
Company Act of 1940 governing public securities filings.

Procurement and Research and Development Assistance. The level of
Federal support of small business through research and develop-
ment (R&D) grant expenditures is insufficient according to many
representatives of the small business community. Only about 4 per-
cent of the $40 billion the Federal Government spends on R&D
goes to small business. In Fiscal Year 1980, the small business share
of Federal R&D contract actions over $10,000 for major R&D
agencies ranged from 7.6 percent for the Department of Energy to
2.3 percent tor the National Aeronautics and Space Admin-
istration.

Federal R&D support has been concentrated in large entities,
i.e., lavge corporations, universities, and non-profit organizations.
However, Federal poliey is undergoing a change in this area. A bill
(5. 88.) which would require Federal agencies with large R&D
budgets (in excess of $100.million) to establish Small Business In-
novation Research (SBIR) programs was passed by the Senate in
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December 1981. These programs require an allocation of not less
than one percent of external R&D budgets to small, innovative
businesses in three phases of the technical, economic and scientific
feasibility valuation process, including the subsequent commercial
application stage. Similar legislation is pending in the House.

Additionally, the Department of Health and Human Services an-
nounced in April 1981 that it was opening most of its previously
closed R&D assistance programs to profitmaker participation. This
development could be a potential for considerable benefit for small
business.

Taxation. Federal tax policies have generally provided fewer ben-
efits to sm.all firms engaged in innovative activity which require re-
tained earnings to be plowed back into business. Unless there is
rapid growth early in the commercialization stage, a small firm can-
not afford to meet tax commitments. However, as growth picks up -
and debts incurred in R&D stages are paid off, small businesses can
meet tax opligations. The Economic Recovery Tax Act of 1981 has
begun to address this problem. See Appendix E.

Impact of Federal Patent Policies on Small Business. Patents serve
several important functions in the innovation process by providing
an incentive to the inventor, stimulating risky investments necessa-
ry to bring an invention to market, and disclosing important infor-
mation about inventions and their uses to the public.

The achievement of the objectives of the patent system depends
in large part on the strength of protection a patent provides. To-
day a U.S. patent has less than a 50 percent chance of surviving a
court challenge.

The current regulatory approval process for marketing many
drugs and chemicals distracts from the protection intended by the
patent law’s 17-year license. For example, the pharmaceutical in-
dustry and the chemical industry are particularly hard hit by this
policy. In 1962, two years and $6 million (or $15 million in current
dollars) were necessary to bring a new medicine from the labora-
tory to the consumer. It now takes an average of 7-10 years and
about $70 million to complete this process. Some drug products
lose up to half their patent life before reaching the public. To rem-
edy this situation Congress is considering legislation to extend the
useful life of patents by the amount of regulatory delay. The
Patent Extension Act, S. 255, and H.R. 1937, would grant up to 7
additional years to the normal patent term.

Additional problems for patent holders are caused by Federal
policy which permits Government contractors to infringe on patent
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rights if necessary to meet the terms of the contract. The only rem-
edy available to the patentholder is a suit in the Court of Claims
against the Government (not the infringing contractor) for reason-
able royalties. The Government cannot be enjoined in such a case.
All Federal agencies incorporate this concept in the boxlerplate of
their contracts.

This policy -is particularly troublesome for a small business
patentholder because it permits the Government to purchase from
the lowest bidder rather than the patentholder, as required by
GAO decisions. The patentholder is not only harmed by losing the
Federal contract but also by the Government putting a competitor
into his business. This section of the patent law was enacted in
1917 to insure that the Government was not enjoined from using
memory technology during wartime.. However, the law has been
used in peacetime to protect the Government's choice of the lowest
bidder rather than the patentholder.

Federal policy is undergoing wide-scale and badly needed
changes i the patent area. Passage of P.L. 96-517, the Patent Re-
form Act ot 1980, has advanced efforts to remedy many of these
disincentives by giving small businesses and non-profit organiza-
tions (including universities) a first right of refusal to title to inven-
tions developed with Government funding, and permitting Gov-
ernment agencies (or a central agency) to grant exclusive licenses
under Government-owned inventions.

The first right of refusal to title should encourage more small
businesses to seek Government-funded research projects. Partici-
pation of such small businesses will increase competition in Federal
R&D areas now dominated by larger, but less innovative, com-
panies.

While P.L. 96-517 addressed many problems of small business, it
created several others by requiring maintenance fees for the full
life of a patent. In addition, P.L. 96-517 authorized the Patent and
Trademark Of ice to recoup 50 percent of operating expenses
through increased fees. Further, the Commissioner of Patents is
seeking an amendment to P.L. 96-517 to permit 100 percent re-
coupment. The Commissioner indicated that with 100 percent re-
coupment, the minimal filing and issuance fee will amount to $800,
excluding maintenance fees.

Because of the general need to demonstrate patent protection in
order to obtain risk capital for development of small business in-
ventions, increased fees and decreased patent filings could serious-
ly affect small business innovation.
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The Role of the Federal Government in International Trade

Introduction. Relatively few small and medium-sized businesses
recognize their foreign trade potential. Figures from governmental
sources indicate that only 8.3 percent of the Nation’s 300,000 man-
ufacturers export regularly and less than | percent account for 84
percent of U.S. exports. Small businesses, while representing
approximately 40 percent of the GNP, produce only 16 percent of
the export sales.?” Entry into foreign trade by small and medium-
sized businesses could assist in alleviating the growing trade deficit
in this country. This increased participation could, according to the
International Trade Administration, U.S Department of Com-
merce, help particularly to alleviate the r.. rchandise trade deficit
which for 1980 was $36.4 billion and is e~ mated at $38.3 billion
for 1981.

Barriers to Small Business Participation in Foreign Trade. Clearly,
not all small businesses are equipped to enter the export and for-
eign trade markets. However, it is possible for hundreds of busi-
nesses to expand their enterprises through foreign trade. Because
of size and resources, and partially because of complex laws and
regulations which govern international trade, small firms have gen-
erally been hesitant to export to other nations. :

Unfortunately there are many real and imagined barriers ob-
structing small business entry in the import/export business. To en-
ter the growing competitive market, a small firm must often en-
large its business, modernize its product, seek new financing, and
be prepared ito deal with myriads of documents and regulations. I
addition, assistance from the Federal Government many times in-
volves substantial paperwork and bureaucratic procedures that are
time-consuming, frustrating, and discouraging. One of the major
deterrents to owners and managers of small firms interested in en-
tering foreign trade markets has been the lack of a simple proce-
dure to obtain needed information.

In addition, the U.S. Bureau of Customs administers complex
laws and regulations that must be followed in order to import
products. These laws and regulations govern classification of prod-
ucts, lading, liquidation and payment of duties as well as other re-
quirements. Similarly, exportation of certain products is governed

21t has been estimated that each $1 billion of exports produces 40,000 new
jobs. Since small business accounts for some 86 percent of all new employment in
the private séctor, it becomes immediately apparent that increased participation
in exporting by small business translates directly to increased domestic employ-
ment opportunities.
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by trade agreements and treaties that too often require interna-
tional lawyers to interpret.

Exporting Assistance. On October 21, 1980, thre Small Business Ex-
port Expansion Act of 1980 was enacted. This law declares that a
strong export policy 1s essential to the health of the U.S. economy
and that it is in the National interest to promote systematically and
consistently and encourage simnall business participation in interna-
tional markets. :

The Act directs SBA and the Department of Commerce to pro-
vide educational and marketing assistance and to improve access to
export information and assistance for small businesses. Expansion
into export markets often involves additional capital and, accord-
ingly, a revolving line of credit for export purposes has been im-
plemented within SBA. In addition, SBA has established the Office
of International Trade which is targeting its efforts on areas that
have the manufacturing capacity, export facilities, and product
tvpes that will-yield significant increases in exports in a short peri-
od of time. Fifteen states account for 77 percent of all exports. Ob-
viously, these states represent immediate targets of opportunity for
affecting short-term increases in exporting activity.

Key legislation now pending would permit banks to establish ex-
port trading companies, authorize the Export-Import Bank to es-
tablish a prograin of guarantees for accounts receivable and inven-
tory held by such export trading companies, and provide
exemptions from antitrust laws for export trading compantes.

SECTION HI ANTITRUST POLICY AND SMALL BUSINESS

Introduction

The central concern of antitrust enforcement is the protection of
the competitive vitality of our economy, a goal that not only bene-
tits consumers, but also makes it possible for enterprising and effi-
ctent sinall businesses to thrive. The Supreme Court has described
the Sherman Act as:

a comprehensive charter of economic liberty aimed at
preserving free and unfettered competition as the rule of
trade. It rests on the premise that the unrestrained interaction
of competitive forces will yield the best allocation of our eco-
nomic resources, the lowest prices, the highest quality and the
greatest material progress, while at the same time providing an

<
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environment conducive to the preservation of our democratic
political and social institutions.?!

The Administration is firmly committed to a program of vigorous
enforcement of the antitrust laws, designed to secure the benefits
of free and unfettered competition, while avoiding unwarranted
and undesirable Government interference with the ability of busi-
nesses, large and small, to maximize their productivity and effi-
ciency. Success in this program will enable efficient small busi-
nesses to grow and prosper, and will encourage new entrepreneurs
to take advantage of opportunities to contribute to economic
productivity.

Antitrust Enforcement Policies Affecting Small Businesses

As described earlier in this Report, small business s are remark-
ably diverse and participate in all segments of the Nation's
economy. For this reason, all antitrust enforcement policies will af-
fect some small businesses. But not all small businesses will be af-
fected by any particular policy and not all small businesses affected
by any particular policy will be affected in the same way.
Nonetheless, there are certain aspects of antitrust enforcement pol-
icy that are of concern to small businesses, and some general obser-
vations concerning the impact of those policies are possible. Specif-
ically, it is useful to consider the impact upon small businesses of
antitrust enforcement policy with respect to mergers, vertical re-
straints and price discrimination; the antitrust enforcement
agencies’ activities as competition advocates within. the Govern-
ment; and the effect of some antitrust immunities on small
business.

Mergers. The goals of the Administration’s merger enforcement
policy are to identify and prevent those transactions that genuinely
threaten to harm competition, while at the same time ensuring that
potentially beneficial transactions that may contribute to produc-
tivity, cost reduction and consumer welfare are not deterred. Care-
ful examination of the potential harmns and benefits of proposed
mergers is of benefit not only to consumers and society generally,
but also to the health and well-being of small business.

Proprietors of small businesses have a strong interest in the exist-
ence of a rcady market for the sale of their. operations, which can
be provided through mergers. This can be an important incentive
to investment for small entrepreneurs because it enables them to

**Northern Pacific Railway Co. v. United States, 356 U.S. 1.4 (1958).
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recover their investment of time and money should they choosé to ,
retire or change tields. Moreover, there comes a point in the life of

many successful small businesses when the individuals responsible

for its success can best reap the true value of their efforts by merg-

er with another firm able to offer significant production or other

advantages. In addition. a more precise examination of mergers,

one designed not to interfere with transactions posing no real

threat to competition, better protects small businesses for whom

merger may become an important option for legitimate tax rea- .
sons, such as to achieve some degree of capital liquidity in the es-

tates of the developers and innovators who brought them into

existence.

Extremely large mergers during the past year have generated
some concern regarding the implications of mergers. Some have
argued that this “merger wave” will inevitably overwhelm small
businesses. More careful feflection indicates, however, that while
some small businesses may suffer competitively at the hands of
more efficient firms that have grown through mergers, most small
businesses are not directly affected by large firm merger activity.

In short, vigorous enforcement action designed to prevent
anticompetitive mergers while avoiding interference with
competitively neutral or procompetitive transactions serves to pro-
tect valuable flexibility, incentives, and rewards, which play an im-
portant role in fostering entrepreneurial enterprises.

Vertical Restraints. Policy in the area of vertical restraints has
been the subject of considerable rethinking and analytical refine-
ment over the last two decades. Such restraints include resale price
maintenance, which limits price competition; territorial restric-
tions, which limit sales outside a geographical area; outlet restric-
tions, which limit distributor sales to non-approved dealers and
dealer sales to other dealers; and location restrictions, which limit
dealer sales from other than a specified location. It is clear that
vertical distribution arrangements, such as territorial restrictions
or resale price maintenance, may, under some circumstances, be
used as devices to facilitate collusion and thus affect adversely hori-
zontal competition. However, lawyers, economists, and the courts
increasingly have come to recognize, in some instances that vertical
restrictions can have beneficial effects.

Careful economic analysis demonstrates that an individual firm's
choice as to distributional arrangements, such as the granting of
franchises or the grouping of goods and services tor sale, may sim-
ply reflect the firm's judgment about the most etficient way to

17,
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/ structure a marketing effort. Manufacturers, dealers, and consum-
ers may benefit from the resulting strengthening of interbrand
competition. New small manufacturing enterprises, for example,
benefit particularly from vertical restrictions designed to induce
competent and aggressive dealers to spend the time and money
necessary to develop a retail market for a fledgling manufacturer’s
new product. Moreover, retail dealers, many of which may be small
businesses, can benefit from vertical restrictions that protect their
efforts to provide services from “free riding” by others. “Free rid-
ing” refers to those situations where a dealer who does not provide
services necessary for the effective marketing of the product (serv-
ices such as point-of-sale information and demonstration, or post-
sale servicing and repair services), and, as a consequence, is able to
charge lower prices, “free-rides” on such services provided by
others.

Government antitrust actions against vertical restraints and
against tying have been rare in recent years because the enforce-
ment authorities have found very few instances in which it seemed
likely that the forbidden practice threatened any genuine harm to
the interests protected by the antitrust laws. While earlier case law

#found vertical restrictions to be illegal per se,** recently the Su-
} preme Court has held that intraband restraints, other than resale

“" price maintenance, should be judged permissible elements of a
marketing system unless clearly shown to have an anticompetitive
effect.?® In specific instances, the trend in case law has led to un-
steady and rather legalistic distinctions between price and nonprice
restriction. Such distinctions may have little intuitive meaning to
the small business owners and as a result, their fortunes may be-
come ever more dependent on the assistance of legal counsel, 1f 1t
can be afforded. Accordingly, a continuing realistic approach in
this area is needed which will be of benefit not only to consumers,
but may also directly benefit small businesses.

Price Discrimination. 1t is a general concern that vigorous enforce-
ment of the Robinson-Patman Act,?* which generally prohibits
price discrimination between purchasers of goods of like quantity
where the effect of such discrimination “may be to substantially
lessen competition or tend to create a monopoly in any line of com-
merce”, is necessary to maintain a thriving small business commu-
nity. In practice, there is little evidence that the Act’s enforcement

22 [T nited States v. Arnold Schwinn & Co.; 388 U.S. 365. (1967).
23Continental T.V. Inc. v. GTE Sylvama Inc., 433 U.S. 36 (1977).
2415 U.S.C. §§i3-13b, 21a (1976).
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generally has benefited small business. As Professor F. M. Scherer,
a former Director of the Bureau of Economics of the Federal
Trade Commission, has observed:

[Tlhe Robinson-Patman Act was passed to help small busi-
nesses. Nevertheless, of the 564 companies named in FTC
Robinson-Patman complaints between 1961 and 1974, only 36,
or 6.4 percent, had annual sales of $100 millicn or more at the
time of complaint. More than 60 percent had sales below $5
million. Thus, the brunt of the Commission’s enforcement ef-
fort fell upon the small businesses Congress sought to
protect.?® .

Price discrimination can encumber competition, as in the case of
predatory pricing, and in such instances must be vigorously prose-
cuted for the sake of small businesses as well as the general public.
On the other hand, some differences in price simply reflect com-
petitive responses to market conditions.

" Competition Advocacy. In addition to enforcing the antitrust laws,
the antitrust enforcement authorities act as strong competition ad-
vocates, seeking to promote competition in those sectors of the
\ economy subject to Government regulation. They seek to eliminate
\ unnecessary existing regulation, to inhibit growth of unnecessary
new regulation, and to minimize the competitive distortions caused
where regulation is necessary by advocating the least anticompeti-
tive form of regulation consistent with the defined regulatory ob-
jectives. For example, =ntry into the trucking industry formerly
was made nearly impossib.e by Federal regulatory policy at the In-
terstate Commerce Comraission, which placed high statutory and
administrative burdens on new companies wishing to enter the
trucking industry. Since the trucking industry has very low capital
requirements, it is particularly well-suited to participation by small
businesses. Thus, some 100,000 independent operators in the
trucking industry have carried unregulated—but have not them-
selves regulated—commodities. These 100,000 small businesses,
.and undoubtedly many others, are potential entrants into the car-
riage of regulated commodities. The Antitrust Division’s competi-
tion advocacy and legisiative activities in the late 1970’s contributed
substantially to the eventual passage of the Motor Carrier Act of

1980, which greatly lowered these artificial barriers to entry, bene-
\

\

23 F.M. Scherer, Industrial Market Structure and Economic Performance, 2nd edi-
tion (Chicago, Rand McNally Co.), 1980.

\
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fiting small businesses wishing to engage in transportation of regu-
lated commodities.

The communications industry is another key sector in which an-
titrust enforcement and competition advocacy efforts have pro-
moted removal of barriers to the participation of small businesses
in a dynamic sector of the economy. In particular, the Antitrust Di-
vision has participated in numerous proceedings before the Feder-
al Communications Commission (FCC) and in the courts of appeals
to promote regulatory initiatives that would remove both
regulatory and carrier-imposed barriers to entry. For example, the
Djvision supported elimination of AT&T's foreign attachment
t&rift in the FCC's 1969 Carterfone proceeding, which paved the
way for residential and business users to connect their own equip-
ment to the telephone network. When the FCC's ccertification pro-
gram for customer-supplied equipment became effective in 1978,
an effort also supported by the Division, the so-called interconnect
market was potentially opened to full competition. In response, a
multitude of firms, both large and small, have entered the business
of supplying customers with equipment ranging from phones
based on cartoon characters to sophisticated computer terminal
equipment. Indecd, once unleashed, the demand for such equip-
ment has been so great that AT&'T turned to small businesses to
purchase these consumer-oriented telephones.

More recently, of course, the Antitrust Division secured the
agreement with AT&T to divest its regulated operations in nmatu-
rally monopolistic markets, i.e., its local operating company subsid-,
taries. Thus, AT&T will soon no longer be able to use the market
power conferred on it by its regulated local exchange monopolies
to frustrate the emergence of competition in the markets for cus-
tomer premises equipment and intercity service, and in the rapidly
growing information services market that AT&T now seeks to
enter, .

Efforts have also been made to reduce smaller firms’ regulatory
costs of doing business in markets they have already entered. The
Antitrust Division recently supported the Securities and Exchange
Commission’s proposal to relieve regional exchanges and over-the-
counter market makers, often small single-office firms, of the man-
datory dissemination of quotarions for exchange traded securities,
thus reducing transaction costs for those firms. Similarly, the Anti-
trust Division supported the FCC's proposed low-power television
rules and the removal or relaxation of regulations applicable to
standard television, such as ascertainment requirements, program

N
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rules, commercial limitations, Fairness Doctrine compliance and
maintenance of studio facilities. Finally, the Antitrust Division has
encouraged the Depository Institutions Deregulation Committee to
permit financial institutions to offer small customers, including
small firms, the higher interest rates on deposit instruments or ac-
counts currently offered only to large depositors.

While the Department of Justice’s efforts in this regard have
been commendable the need continues for antitrust enforcement
agencies to examine and eliminate Government regulations that
prevent or hinder competition. Such intervention should benefit
the small business community,

Antitrust Immunities. Significant sectors of the economy enjoy stat-
utory exemptions from many or all of the individual provisions of
the antitrust laws. The Reed-Bulwinkle Act2®, Shipping Act of
19167, McCarran-Ferguson Act®®, Capper-Volstead Act?® and Ag-
riculture Marketing Agreements Act®®, and several others confer
partial or total antitrust immunity upon certain industries. While
some of these exemptions may be justified and necessary, small
businesses generally suffer as a result of antitrust exemptions be-
cause new entry is generally made more difficult. It is, therefore,
appropriate for the antitrust enforcement authorities and the Con-
gress to scrutinize the justifications offered for the immunities that
exist, and to analyze carefully and skeptically any new immunities
that are proposed.

Concelusion

[n a variety of areas, rational antitrust enforcement policies di-
rectly benefit small business while simultaneously protecting com-
petition, efticiency and consumer welfare. And small businesses in
great numbers have and will continue to thrive as the Antitrust Di-
vision and the Federal Trade Commission maintain their commit-
ment to challenge vigorously genuine threats to competition, while
striving not to interfere with business arrangements fostering pro-
ductivity, cost reduction, or other efficiencies.

The theme of antitrust enforcement policy is the protection of
free and open competition, which means that inefficient busi-

»

249 U S.C. §5b (1976).
2746 U.S.C. §801 et seq.(1976).
15 U.S.C. §1011 ¢t seq. (1976).
\ 27 U.S.C. §8§291, 292, 455, 621, 622 (1976).
W7 US.C. §§ 601-624 (1933).
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nesses, large or small, will be at a disadvantage. Some, concerned
with this result, might wish to see the courts and enforcement au-
thorities apply special antitrust standards to protect small busi-
nesses from competition, in deference to social goals other than the
promotion of competition and enhancement of efficiency. But this
course is not open under the law. As the Supreme Court recog-
nized in National Society of Professional Engineers v. United States,!
the anttrust laws are designed to foster competition, and argu-
ments that competition is unreasonable are inappropriate to analy-
ses under the antitrust laws.

31495 LS. 679 (1978).
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APPENDIX A—TABLES AND CHARTS

Note: The source of each of the tables is given in parenthesis fol-
lowing its title: SBA = Small Business Administration; IRS =
U.S. Department of Treasury, Internal Revenue Service;
Census = U.S. Department of Commerce, Bureau of the
Census.
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Tasre Al 1—Establishments and Enterprises By Industry Divisions and Employment Size of Enterprise, 1978

Less Than 10,000  Size not
Industry Division Total 5 5-9  10-19  20-49  50-99 100-249 250-499 500-999 1,000—4,9995000-9.999  or more Classified
All Indf.lstry
Establishments 4,698,568 2,173,619 842,677 495435  369.26] 166,428 150,250 85,004 68,566 138,306 54,375 154,222 425
Enterprises 3,736,877 2,136,656 771,486 411,994 259,121 84,097 45,522 13,903 6,833 5,390 1n7 133 425
Agricutture,
Forestry, Fisheries
— Establishments 107,961 66,452 21,066 9,651 5,240 1,721 1,299 715 439 778 301 294 5
g Entefprises 98,578 65,210 19,505 8,230 3,943 998 478 133 42 30 4 1 4
- i Mining .
Establishments 40,044 12,391 5,857 5,033 4,263 2,032 1,922 979 791 2,662 512 3,595 7
o Enterprises 25,396 12,011 5,103 3,929 2,688 872 488 134 . 12 66 7 19 7
Construction
Establishments 577,360 369,295 94,386 51,000 30,716 17202 7.443 3,605 2,505 3,952 1,409 2,659 68
Enterprises 540,749 365,764 90,055 47,115 26,353 7,048 3,160 722 280 150 19 15 68
“Manufacturing
Establishments 538,198 121,603 ~~76612 61,370 60,085 31,313 29,590 17,493 15,010 33,041 13,767 78277 37
Enterprises 337,223 119,266 72,033 55,032 48,947 20,535 12,797 4,291 2,014 1,630 252 389 37
Transportation,
Communications,
’ Utilities
Establishments 189,283 64,420 31,550 22,351 - 17.401 8,199 7.563 4,350 4,552 11,327 4710 12,822 38
Enterprises 129,081 63,126 28,721 18,550 11,732 3,690 1,927 553 314 314 54 61 kY]
1“ ) f",‘ : - ‘
o U !
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CHAPTER 1
TapLeE Al.l—Continued

€

InZustry Division

5-9

10-19  20-49

50-99

100249 250-499 500~ 999 1,000- 4,999 5,000~ 9,999

10,000 Size not
or more Classified

Wholesale Trade
Esta blishments
Enterprises

Retaii Trade
.Establishments
Enterprises

Fire, Insurance,
Real Estate

Establishments

Enterprises

Services
Establishments
Enterprises

470,873
373,834

1,426,979
1,164,650

392,377
262,332

955,493
805,033

194,527
189,891

697,985
685,487

160,306
156,490

486,640
479,411

101,859
92,070

290,360
261,351

52,859
47,337

168,128
165,310

64,748 48,554
51,499 28,815

153,207 106,495

120,680

34,682
28,448

93,393
78511

70,165

30,695
17,941

)

65,812
48,537

20,134
7,288

41,738
17,849

18,451
6,216

32,518
19,601

16,508
3,087

33976
6,416

20,741
3519

31,208
13,650

7,658
708

18,196
1,379

13,736
1,128

18,272

4,855 -

5,099
257

14,726
606

12,044
566

13,400
2,682

7,068
156

28,862
440

25,783
524

24,863
2,080

2,140
11

11,756
80

10,052
83

9,728
207

2,53 43
9 43

29,565 13
34 113

<

13,023
45

11,452
110

Note: Data classifications are comparable to those found in the Enterp
classified according to the major industry division of their payroll. For exam

tablishments would be classified under Major Group 37, Transportation Equipment.
Source: Small Business Data Base tabulated by Brookings Institution from Dun and Bradstrest's Markst Identifier file.
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CHAPTER I

Tasre A1.2—Sole Proprietorships, Partnerships, and Corporations, Selected Years
(Thousands of Businesses’

Sole
Year Proprietorships Partnerships Corporation

1979 12,330 1,300 2,562p
1978 12,018 1,234 2,377
1977 11,346 1,153 2,242
1976 11,358 1,096 2,082
1975 10,882 1,073 2,024
1974 ' 10,874 1,062 1,966
1972 10,173 992 1,813
1970 9,399 936 1,665
1968 9,212 918 1,542
1966 9,087 923 1,469
1964 9,193 922 1,374
1962 9,183 932 1,268
1960 9,090 941 1,141
1958 8,800 954 990
1956 8973 NA 886
1954 1,786 NA 723

1953 7,715 959 698

1952 6,873 NA 672
1950 6,865 NA 629
1948 7,208 NA 594

1947 6,624 889 552

NA— Not Available

p— Preliminary

Includes farms .

Sow ~»: Department of the Treasury, Internal Revenue Service, Statistics of Income, Business Income Tax
Returns, various editions, and Department of Commerce, Bureau of the Cefisus, Historical Statistics of the
United States, Colonial Times to 1970.

)
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CHAPTER I
Tasre A1L3—Distribution of Companies with Less than 100 and

Less than 500 Employees: Alternative Sources by Industry Divisions, 1977

(Percent)

Industry Division

100 Employees

Percentage of Firms with Lsss Than

500 Employees

Srr_uall Small
BUDS;?:SS Enterprise BUDS%&* \Em{rprise

Base Statistics Base - Statistics
Al Industries 98.1 99.3 99.7 99.9
Agriculture, Forestry Fisherias 95.1 NA 100.0 NA
Mining 97.2 97.2 99.4 99.3
Construction 99.3 99.7 99.9 99.9°
Manufacturing ) 94.0 93.8 99.0 9856
Transportation, Communication, Utilities 979 NA 995 NA
Wholesale Trade ' 989 989 999 999
Retail Trade 99.3 99.6 999 959
Finance, Insurance, Real Estate 979 NA 99.6 NA
Services' 97.2 99.7 99.4 99.9

NA— Not Available

'Data for the two series are not strictly comparable bscause of industry coverage diffarences.
Source: Smalt Business Data Base tabulated by Brookings Institition from Dun and Bradstreet's Market

dentifier file and Department of Commerce, Bureau of the Census, 977 Ente

on Industrial Organization, Table 3.
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CHAPTER |
Tasre AL.d—Number of Companies, Employment, Average Sales and Sales Share by Employment Size of Enterprise, 1978
Employment Size of Enterprise

‘ Less Than ’ 1,000- 5,000~ 10,000
ltem Total 5 5-9 10-19 20-49  50-99 100-249 250-499 500-993 4,999 9,999 or more
Number of Companies 3,736,451 2,136,656 771,485 411394 259,121 84,097 45,522 13,903 6,833 5,390 717 733
Cumulative Percentage ’ :
of Total Companies 57.2 77.8 88.8 95.7 98.0 99.2 99.6 99.8 99.9 99.95 100.00
Estimated Total .
Sales' (millions) 5108.078 292,255 296,790 320,431 432,284 302,011 328,440 217,836 244,800 601,080 302,764 1,769,387
g Percentage of Total Sales' 100.00 5.7 5.8 6.2 8.5 5.9 6.4 42 4.8 11.8 6.0 347
Cumulative Percentage of
Total Sales' 5.7 11.5 17.7 26.2 32.1 385 42.7 47.5 59.3 65.3 100.0
Average Sales per
Firm' (thousands) 1,374 138 388 778 1,668 3,591 7,215 15,668 35,828 111,518 422,264 2,414,898
Cumulative Percentage of
Total Em ployment 6.0 11.7 18.0 26.7 332 409 46.3 51.7 63.9 69.6 100.00
'Sales data are reported for approximately 70 percent of the total companies.
Source: Small Business Data tabulated by Brookings Institution from,Dun and Bradstreet's Market Identifier file,
1wo
O
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T




161

Aruitoxt provided by Eic:

ERIC

CHAPTER |

TABLE A1.5— Average Annual Wage By Employment Size of Company and Industry Divisions, 1977

{Dollars)

Employment Size

Industry Division

Wholesale Retail Selected
of Company Al Industries Minerals Construction Manufacturing Trade Trade Services'
Total 11,167 15,490 14,140 13577 12,359 6,990 8,754
1-4 1,506 15,896 9,696 11,064 10,640 4,534 7,280
5-9 8432 14,899 11,031 11,407 11,590 5710 8517
10-19 9,306 14,362 13,029 11,173 12,139 6,111 9,195
20-49 9,614 14,573 14,882 10,976 12,429 6,710 9,095
50-99 10,325 15,283 15,866 10,843 12,629 7,499 8,668
100-249 10,394 15,440 15,787 10,884 12,674 1,323 8147
250- 499 10,398 ‘15,960 15,586 11,017 12,878 6,690 8110
500-999 10,774 17,589 15,773 11,378 13,151 5,882 8910
1,000 or more 13,041 15,524 17,244 14,897 12,642 f,798 . 9,000

'The selected services covered b
Source: Department of Commerce, 8

Nt
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. CHAPTER I '
TaBLE AL.6—Gross Fixed Asset Per Production Worker by Employment Size of Company and Major Industry Group, 1976
‘ (Thousands of Dollars)

Major Industry Group .
. Employment Size N Printing,

of Company Food Tobacco Textiles Apparel Lumber Furniture Paper Publishing  Chemicals  Petroleum
All Sizes 329 286 186 3.2 19.6 9.4 63.5 21.2 108.1 236.5
Under 250 25.1 12.8 141 31 139 8.0 218 150 334 499
250499 26.2 135 15.2 2.5 129 8.1 243 19.8 519 100.0
500-999 21.8 16.7 16.0 2.6 19.8 79~ 432 . 25.1 845 95.8

E 1,000 or more 380 305 20.3 3.7 28.8 11.2 712 - 286 1245 283.8

G}

Machinery Electrical,
. Stone, Primary Fabricated except Electronic ~ Transpertation  Iastru-  Miscellaneous
‘ Rubber Leather Glass Metals Metals Flectrical Machinery Equipment ments  Manufacturing
All Sizes 280 46 39.2 63.1 .‘20.7 ' 238 19.5 239 23.7 12.0
Under 250 16.3 6.9 26.8 20.2 /15,8 16.0° 12.8 147 “12.4 9.7
250- 499 115 3.4 21.8 239 17.0 184 1.4 T 131 109 10.0
500-999 N 19.3 38 310 29.6 16.1 22.1 14.4 13.2 15.1 121 .
1,000 or more 35.1 36 46.5 72.8 255 282 21.3 25.2 28.2 15.2
Source: Special tabulation of the Annual Survey of Manufacturers, 1976 prspared for the Small Business Administration Size Standards Branch by the Bureau of the Census.
Q ' . . 1
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CHAPTER 1

TaBLE AL1.7—Wages per Production Worker by Employment Size of Company and Major Industry Group, 1976
(Thousands of Dollars) ’

Major Industry Group

Employment Size Printjng, \
of Company Food. Tobacco Textiles Apparel Lumber Furniture Paper Publishing  Chemicals  Petroleum

All Sizes ' 10.13 9.93 1.54 5.82 8.87 7.64 12.72 10.71 12.53 5 15.75
Under 250 ‘ 899 6.56 122 5.66° 791 1.19 9.24 939 - 9.25 11.23
250- 499 8,09 522 7.04 519 861 131 1091 10.10 1112 14.44
500-999 < 901 6.67 1.32 5.30 8.86 6.83 10.79 1.77 10.72 13.33
1,000 or more 1096 10.41 170 614 10.24 1.79 1271 12.29 1326 - 1681

Machinery Electrica),
Stone, Primary Fabricated except Electronic - Transportation Instru- Miscellaneous
Rubber Leather Glass Metals Metals - _ectrical " Machinery Equipment ments Manutacturing

All Sizes . 9.24 6.38 10.85 14.44 11.22 11.88 10.08 14.35 9.99 1.1
Under 250 792 1.01 9.55 9.62 9.52 10.67 833 9.57 8.76 744
250-499 796 . 599 9.25 10.64 10.26 10.44 o197 9.53 799 6.89
500-999 8.14 6.23 10.47 12.13 10.42 10.81 8.30 9.77 8.55 7.49
1,000 or more . 10.07 6.27 11.67 15.43 12.67 1267 10.58 1496 10.57 8.23

- ] )

Source: Speclal tabulation of the Annual Surwey of Mar ufacturers, 1976 prepared for the Small Business Administration Size Standards Branch by the Bureau of the Census.
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5 CHAPTER 1
! ‘ TasrLe Al.8—Value Added Per Production Worker by Employment Size of Company and Major Industry Group, 1976
. ) [Thousands of Dollars] .

Major Industry Group

Employment Siza ) ’ Printing
of Company . Food Tobacco Textiles Apparei s» Lumber Furniture Paper Publishing ~ Chemicals  Petroleum
Al Sizes 495 75.3 189 15.2 248 20.9 46.0 439 98.8 131.4
Under 250 39.5 19.1 20.0 15.1 23.0 21.4 30.1 30.1 545 - 617
250- 499 385 183 17.0 134 209 21.8 30.5 : 4?.6 733 131.1
500—-999 = ’ 418 30.0 16.9 131 22.0 17.1 36.2 '46.8 75.6 939 *
1,000 or more 56.5 82.3 19.1 16.4 284 21.2 47.3 6l.2 108.9 146.1
© .
[
Machinery ’
Stone, Primary Fabricated except Electrical, ~ Transportation  Instru-  Miscellaneous '
Rubber Leather Glass Metals Metals Electrical Electronic Equipment ments  Manufacturing
: . Machinery
‘\
All Sizes 326 l16.5 35.4 39.1 11.2 119 10.1 144 10.0 11
Under 250 26.4 20.0 32.6 30.4 28.3 32.3 308 . 30.6 T 324 . 229
3 250~ 499 26.3 149 29.4 329 325 38.2 282 26.1 36.1 25.1
‘;00— 999 24.7 143 295 33.2 30.9 al1.2 T 337 309 40.4 26.7 .
{ [1,000 or more 36.8 16.0 37.8 409 39.5 488 40.8 483 57.5 346
v ! v
?[ Source: Special tabulation of the Annual Survey of Manufacturers, 1976 prepare. for the Small Business Administration, Size Standards Branch by the Bureau of the Census.
{ .
B | . ! { J
3 : e l \-) r~ —
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CHAPTER I

TABLE A1.9—Sales Per Dollar of Assets by Industry Division
and Employment Size of Company, 1979

Employment Size of Company Ratio
Industry Division Under 100 100 or More Col. I/
(1 (2) Col. 2
{Medians)
Agriculture, Forestry Fisheries 1.786 2,395 0.745
Mining 1.227 1.016 1.208
Construction 2.528 2651 0.954
Manufacturing 2.342 1912 1.225
Transportation, Communication 1.889 1.550 1.219
Utilities -
Wholesale Trade 2.847 2.780 1.024
Retail Trade 2411 3.201 0.753
Finance, Insurance Real Estate 0.785 0.712 1.103
Services 1.985 1.896 1.047
(Means)
Agriculture, Forestry Fisheries 3.565* 3.202 1.113
Mining 2.854* 1.266 2.254
Construction 4425+ 7.585 0.583
Manufacturing 3.240* 3132 1.034
Transportation, Communication, Utilities 3.636 3.015* 1.206
Wholesale Trade 16,076* 4167* 3.858
Retail Trade 3.585 5133* 0.698
Finance, Insurance Real Estate 8546+ 5.029 1.699
Services 4,574* 3,384* 1,352

“Indicates coefficient of variation is greater than § and, therefore, the number is less reliable.

Source: Smail Business Data Base tabulated by Brockings Institution from Dun and Bradstreet's Market
Identifier file.
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CHAPTER 1

TasLe Al.10—Business Firms by Industry Diviston and
Legal Form of Organization, 1977

[Numbers in Thousands}

Sole B
Industry Division Total  Proprietorships Partnerships Corporations
All industries 14,7409 11.345.6 1,153.4 2,2419

Agriculture, Forestry,

Fisheries 3,363.8 31772 121.0 65.6
All industries, excluding

Agriculture, Forestry

Fisheries 11,3771 81684 1,032.4 2,176.3
Mining 112.4 7.2 20 19.2
Construction 1,278.0 994 1 69.2 2147
Manufacturing 483.2 2241 28.0 2311
Transportation, Communication,

Utilities 4873 385.3 16.8 85.2
Wholesale and retail trade 31305 2,264.8 193.3 672.4
Wholesale trade 574.2' 307.2' 29.4! 231.6
Retail trade 2,459.0° 1,862.4' 161.8' 432 8
Finance, Insurance,

Real Estate 1,804.2 8949 476.4 4329
Services 40455 3,302.5 226.6 516.4
Not Allocable 35.7 314 — 43

" Does not include unallocated returns. ‘

Source: Uepartinent of the Treasury, Internal Revenue Service, 1977 Sole Proprietorship Returns, Table 1.1;
+ 1977 Partnership Returns, Table 1, and 1977 Corporation income Tax Returns,Table 1.
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CHAPTER 1

TaBLE AL.11—Proprietorships 1979 and Partnerships 1978 by Business Receipits Size and
Business Receipts for Agricultural and Non-Agricultural Industry Categories

[Business Receipts in Millions of Dollars, Average Receipts in Dollars]

Proprietorships (1979) Partnerships (1978)

Industry Category Number Receipts Average Receipts Number Receipts Average Receipts

;:hﬁ%kl
é (1) ) @) @) 5) sV
~ S ZEAI INdUstries 12,329,982 487,806.9 39,562.7 1,234,799 207,782.3 1682719
Less than $1 million 12,300,527 424,655.4 34,523.4 1,207,966 100,776.1 83,426.3
$1 million under ]
$2 millien 21,441 28,793.8 1,342,931.7 15,265 20,900.0 ‘ 1,369,145.1
$2 million and over 8,014 34,357.7 4,287,209.8 11,568 86,106.2 7,443,482.0

Agriculture 3,262,599 98,568.1 30,2115 126,304 17,797.9 140,913.2
Less than $1 millicn 3,258,782 88,621.1 27,1945 124,057 11,3745 91,687.7
$) million under

$2 million 2,395 32323 1,349,603.3 1,233 1,623.7 1,316,869.4
$2 million and over 1,422 6,714.8 4722,081.5 1.014 4,799.8 4,733,530.6

Non-Agriculture 9,067,383 . 389,2389 42,927.4 1,108,495 189,984.4 171,389.5
Less than §1 million 9,041,745 336,034.4 37,164.8 1,083,509 89,401.7 82,481.8
$1 million under

$2 million 19,046 25,561.5 1,342,092.8 14,032 19,276.3 1,373,738.6
$2 miliion and over 6,592 . 27,643.0 4,193,416.2 10,554 81,306.4 7,703,846.9

Source: Unpublished tabulations, Department of Treasury, Internal Revenue Servics, Statistics Division.
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CHAPTER 1

TasrLe Al.12—Enterprise Growth and Decline by Industry Divisions
1967-72,1972-77 and 1967-77

{Nuxber in Thousands; Growth in Percent}

Total"
Minerals
Cr.nstruction
Manufacturing

Retail Trade

Industry Division

Wholesale Trade

Selected Services

Number Average Annual Rate of Growth
- {or Decrease)

1967 1972 1977 1967-72 1972-77 1967-77
43955 5,010.2 5589.8 2.65 221 243
20.0 18.2 22.4 -1.87 424 1.14
795.5 8939 1,190.8 2.36 5.90 412
267.0 265.1 296.1 -.14 2.24 1.04
232.8 3285 2935 7.13 -2.23 2.34
1,683.4 1,845.3 1,776.3 1.85 ~.76 .54
1,396.8 1,659.2 2,010.7 3.50 392 371

'Excludes agricultural and professional services; almost all of transportation communication and utilities;
finance, insurance and real estate; and many zero-employee business activities.

Note: The enterprise is a parent company and all domestic' subsidiary firms under its control.

Source: Department of Commerce, Bureau of the Census, /977 Enterprise Statistics, General Report on In-
dustrial Organization, Table 5; 1972 Enterprise Statistics,. Part 1, General Report on Industrial Organization,
Table 3, and 1967 Enterprise Statistics Part 1, General Report on Industrial Organization, Table 3—1.

CHAPTER 1

Vasre ALI3—Distribution of Enterprises by Industry Drvnsions

1967, 1972 and 1977

[Percent]

.. Industry Division
Totat'
Minerals
Construction
Manufacturing
Wholesale Trade
Retail Trade

Selected Services

g 1967 1972 1977
100.0 100.0 100.0

0.4 0.4 0.4

18.1 17.8 213

6.1 53 53

53 6.5 53

38.3 36.7 31.8

31.8 333 35.9

'Excludes agricuftural and professional services; almost all of transportation communication and utilities:
finance, insurance and real estate; and many zero-employee business activities.

Note: The enterprise is a parent company and all domestic subsidiary fims under its control.

Source: Department of Commerce, Bureau of the Census, 1977 Enterprise Statistics, General Report on In-
dustrial Organization, Table 5: 1972 Enterprise Statistics, Part 1. Genaral Report on Industrial Organization.
Tablq 3, and 1967 Enterprise Statistics Part 1, General Report on Industrial Organization, Table 3—1,
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CHAPTER I
TasLe Al. 14—Erzterprises with Employees by Industry Divisions, 1977
- (Numbers in Thousands)

Number of Enterprises Ratio

Industry ~ounty Business Enterprise  Small Business Col. ¥  Col. 3/

Division Pattems’ Statistics? Data Base® Col. 1  Col. 2
Totals ° 3,508° 2,189 3,638 1.07 1.66
Mining 20 22 25 1.3 1.1
Construction 440 472 541 1.2 1.2
Manufacturing 267 296 337 1.3 1.1
Transportation, Communication,

Utilities 122 NA 129 1.1 NA
Wholesale Trade 274 294 374 1.4 1.3
Retail Trade 957 1,105 1,165 1.2 1.1
Finance, Insurance, Real Estate 309 NA 262 0.9 NA

N Services 1,119 ‘ 805 0.7 ‘
Enterprise Employment by Industry Division, 1977
[{Number in Thousands) . /
Q Number of Employees Ratio
Industry County Business Enterprise  Small Business Col. ¥  Coi. ¥
Division Pattems’ Statistics? Data Base® Col. I  Col. 2
Totals " 64,660* 43617¢ 84,835 1.3 19
Mining 670 646 1,035 1.5 16
Construction 3,569 3,887 4,793 1.3 1.2
Manufacturing : 21,608 21,952 29,420 1.4 1.3
Transportation, Communication,

Utilities 4276 5,538 1.3 NA
Wholesale Trade . 3,442 3572 4,366 1.3 1.2
Retail Trade 13,138 13,560 14,824 1.1 1.1
Finance, Insurance, Real Estate 4,376 NA ° 6,010 1.4 NA
Services v 13,581 ‘ 18,849 1.4 ‘

NA—Not Available .

'—Bureau of the Census, County Business Patterns 1977~ 54, Enterprise Statistics, Table 1.
2_.Bureau of the Census, 1977 Enterprise Statistics, Genaral Report on Industrial Organization Table 1.
3—Small Business Data Base tabulated by Brookings Institution from Dun and Bradstrest's Market Identifi-
er file.
> “Data for the three series are not strictly comparable because of industry coverage differences.
S—Excludes Agricultural Services, Forestry, Fisheries and unclassified enterprises.
*—Excludes Agricultural Services, Forestry and Transportation, Communication and Utilitics, Fire Insurance
and Real Estate and services which are not listed in Appendix C of the 1977 Enterprise Statistics.

Source: Brookings Institution, Candee S. Harris “A Comparison of Employment Data for Several Business
Data Sources: County Business Pattems, Unemployment Insurance, and the Brookings' U.S. Establishment and
Enterprise Microdata File.” Draft, October 1981.
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CHAPTER |

L

TasLe Al.15—Enterprises with Under 5 Employees: Alternative Sources
by Industry Divisions, 1977

(Percent and Rank)
Smal Business Data Base Enterprise Statistics
Industry ) Percent Rank Percent Rank
Agricultural Services, Forestry, Fisheries 64.2 2 NA NA
Mining . 482 8 59.2 4
Construction 67.6 1 86.6 2
Manufacturing 35.8 9 45.4 6
Transportation, Communication Utilities 495 7 NA " NA
Wholesale Trade 50.8 6 486 5
Retail Trade 59.1 5 75.7 3
Finance, Insurance, Real Estate 61.0 3 NA NA
Services' 59.3 4 89.6 1

NA Not available
*Data for the two series are not strictly comparable becauss of industry coverage differences.

Sources: Small Business Data Base tabulated by Bokings Institution from Dun and Bradvstree\:s Market
Identifier file and Department of Commerce, Bureau of the Census, 1977 Enterprise Statistics, General Report
on Industrial Organization, Table 3.
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CHAPTER I

TasLe Al.16—Establishments in Selected Data Series by Industry Divisions

N (number)
County Small Business
Industry Business Patterns Data Base R.L Polk & Co.
Division (1977) (1978) (1978)
v Total 4,292,132 4,698,569 6,468,902
Agriculture, Forestry Fisheries 44997 107,961 67,489
Mining 27,755 40,044 16,223
Construction 439,381 577,360 432,969
Manufacturing 327,850 538,198 336,201
Transportation, Communication, Uilities ’ 166,465 189,283 164,181
Wholesale Trade 375,077 470,873 468,372 ’
~  Retail Trade 1,263,377 1,426,979 1,733,127
Total, Whoiesale and Retail . 1,638,454 1,897,852 2,201,499
Finance, Insurance, Real Estate ' 413,128 392317 472,511
Services 1,233,652 956,493 2,751,026
Government ] — — 20,803
Note: Detail may not add to total due to unaliocated establishments. ’ 0
urce: Department of Commerce Bureau of the Census, County Business Patterns, U.S. Summary Table 1B, <

“ssued 10/79; Brookings U.S. Establishment and Enterprise Microdata, unpublished data, 1978, R.L. Polk and
" Co., “Polk Catalog of Miling and Prospect Lists.”
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CHAPTER I

TABLE A1.17—Sole Proprietorships by Size of Business Receipts, 1977

(Number)

Other Non- Agriculture

Agricultural Forestry, and Fishing
Size of Business Receipts Al Industries Industries Indust:ies
Total 11,345,636 8,168,439 3,177,180
Under $2,500 3,286,039 2,265,240 1,020,799
$2,500 under $5,000 1,488,848 1,036,276 452,572
$5,000 under $10,000 1,480,824 1,067,942 412,882
$10,000 under $25,000 1,987,109 1,416,628 570,481
$25,000 under $50,000 1,294,447 936,361 358,086
$50,000 unrler $100,000 946,765 710,158 236,607
$100,000 under $200,000 526,888 437,748 89,120
$200.030 under $500,000 260,750 232,742 28,008
$500,000 under $1,000,000 53,111 48,330 4,781
$1,000,000 under $2,000,000 15,606 12,546 3,060
$2,000,000 under $5,020,000 4378 3,755 623
$5,000,000 under $10,000,000 663 547 119
$10,000,000 or more 208 166 2

Source: Department of the Treasury. Internal Revenue Service, 1977. Sole Proprietorship Returns, Table 1.3.

\,

"~

CHAPTER I

Tasre Al 18—Partnerships by Size of Business Receipts, 1977

(Number)
Size of Other, Non- Agriculture,
Business Receipts All Industries Agricuitural  Forestry and Fishing
Industries Industries
Total 1,153,398 1,032,356 121,042
No Receipts Reported 71,317 68,002 9,375
$1 under $5,000 206,989 191,040 15,949
$5,000 under $10,000 105,860 96,137 © 9,723
$10,000 under $25,000 © 177,848 159,683 18,165
$25,000 under $50,000 148,547 131,200 17,347
$50,000 under $100,000 153,108 133,875 19,233
$100,000 under $200,000 125,761 108,531 17,230
$200,000 under $500,000 102,771 92,948 9,823
$500,000 under $1,000,000 32,146 29,494 2,652
$1,000,000 under $2,000,000 13,769 12,691 1,078
$2,000,000 under $5,000,000 6,440 6,088 352
$5,000,000 under $10,000,000 1,719 1,658 61
$10,000,000 or more 1,063 1,009 54

Source: Department of the Treasury, internal Revenuve Service, 1977 Partnership Returns, Tabie 3.
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CHAPT’ER‘ I )
TasLe Al.19—Corporations by Size of Business Receipts, 1977 * ' !

- 3 (Number)
Size of Business . Other Agricutturs .
Receipts All Industries ** Indu<ries  Ferestry, & Fishing
Total 2,241,887 .2,176,293 65,594
Under $25,000 483,805 470,202 13,603
25,000 under 50,000 192,030 183,630 8,400
50,000 under 100,000 269,393 260,860 8,533
100,000 under 500,002 268,949 743,425 25,524
500,000 under 1,000,000 213,479 208,353 5,126
1,009,000 under 5,000,000 245,598 241,992 3,606
5,000,000 under 10,000,000 37,020 36,547 473
10,000,000 under 5¢,000,000 25,958
50,000,000 under 100,000,000 2,610 { 28'259} { 314}
100,000,000 under 250,600,000 1,640 1,632 8
250,000,000 under 500,000,000 615
500,000,000 or more 790 {18} {7}
Source: Department of the Treasury, Intemal Revenue Service, 1977 Corporation Income Tax Retums, |
Table 7. v
CHAPTER I
TaBLe A1.20—Business Receipts by Industry Divisions and
Legal Form of Organization, 1977 -
[Millions of Dollars]
R Sole
Industry Division Total - Proprietorships ~ Partnerships  Corporations
All industries 4,384,345 393,872 176,548 3,813,925
Agricutture, forestry and fishing 122,109 74,641 13,537 33931
All industries, excluding Agriculture, . .

forestry and fishing 4,262,236 319,231 163,011 3,779,994
Mining 103,006 4,587 5,866 92,553
Construction 233,721 42,752 14230 176,745
Manufacturing 1,610,163 10,024 8,798 1,591,341
Transportation, Communication, .

Utilities 336,130 13,879 3,818 318,433
Wholesale and Retail Trade 1,424,725 160,494 48,616 1,215,615
Wholesale trade 675,388" 33,499° 16,624 625,265*
Retail trade 744,541 123,594° 31,983! 588,964
Finance, Insurance Real Estate 270,078 19,320 43,895 206,863
Services 281,168 67,791 37,788 175,589
Not allocable 3,237 383 _ 2,854

-

'Does not include unallocated retums.

Note: Components may not add to total because of rounding.

Source: Department of Treasury, intemal Revenue Service, 1977 Sole Proprietorship Returns, Table l,i;

1977 Partnership Returns, Table 1 and 1977 Corporation Revenuve Tax Returns, Table 1.
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CHAPTER I

.

TasLE A 1.21—Distribution of Sales in Companies with Less than 100 and Less than 500
. Employees by Industry Divisions, 1977

{Percent)
Industry Division . Percentage of Firms with Less than
100 Employees 500 Employees
Smalt “Small
Business Enterprise Business Enterprise
Data Base -  Statistics Data Base Statistics
. Alt Industries 32 40.8 42.7 52.6
Agricutture, Forestry Fisheries 62.0 NA ’,39 NA
Mining - 41 242 ) 36.9
Construction 68.9 69.3 82 7 829
Manufacturing ) 123 12.0 21.7 22.5
Transportation, Communication, Utilities 15.5 NA o216 NA
Wholesale Trade 59.1 68.6 745 -, 8.0
Retail Trade : 56.5 55.7 65.5 64.6
Finance Insurance, Real Estate 222 NA 335 NA

Services « 448 64.5 62.1 713

.
Vi
4 =

NA—Not available

Note: Sales data from the Dun and Bradstreet Based Small Business Data Base exclude subsidiaries and
branches. A dash indicates lack of covérage in the industry. The mining and service industries in the above
data series are not fully comparable.

Sources: Small Business Data Base tabulated by Brookings Institution from Dun and Bradstreet's Market
identifier file and Department of Commerce, Bureau of the Census, 1977 Enterprise Statistics, Genera' Report
on Industrial Organization, Table 3.
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; ' CHAPTER | ' »
TABLE A1.22—Sales of Companies by Employment Size and Industry Divisions, 1977

. [Millions of Dollars and Percent)

Industry Division

2

. . = Wholesale ) Selected
Employment Siz All Industries Minerals Construction Manufacturing Trade Retail Trade Services'
of Company Millions Cum.% Millans Cum.% Millions Cum.% Miltion s Cum.% Millions Cum.% Mitlions Cum.% Millions Cum.%
Total 3,324,551 59,782 239,374 1,409,465 709,773 729,617 176,540
no Mo Paid Empioyees 54931 17 —_— 16178 68 - —— 2348 32 15285 87
& 0 to reporting period®” 27,272 2.5 - 231 04 4425 86 689 — 6951 1.0 11,025 47 3951 109
1-4 197,062 84 “1E13 32 28,345 20.4 10,545 0.8 . 65,052 102 66,712 13.8 24735 249
5~9 212117 148 1,548 58" 26,240 31.4 “14167 18 86,230 223 65,027 22.7 18,905 35.6
10-19 262,599 22.7 2,609 10.2 30,408 44.1 26,500 3.7 110,143 37.8 74,210 329 18,729 46.2
20~ 49 364,037 33.6 4914 184 37,718 599 58739 79 140,525 576 102,419 469 19,722 57.4
50~99 238630 40.8 - 3487 242 22,454 69.3 58370 12,0 71,907 685 63940 557 12,472 64.5
100249 244,750 48.2 4214 31.2 21,229 782 84,226 180 75,831 79.3 45287 619 13,963 72.4
250~ 499 146.714 526 3401 369 11,240 829 63.680 22.5 40,347 85.0 19,365 64.6 8681 773
- . 500999 142,623 56.9 3,426 426 1,716 8.1 66,935 27.2 39,055 90.5 17,992 67.1 7,499 815
1,000 and over 1433816 1000 % 342791000 % 33421 1000 % 1025614 1000 % 677321000 % 240172 1000 % 32,598 100.0%
' Selected services covered by the economic censuses are listed in Appendix C of the 1977 Enterprise Statistics.
*Companies which reported annual payroll but did not report any employee on their payroll during specific pay periods in 1977.
Source: Department of Commerce, Bureau of the Census, 1977 Enterprise Statistics, General Raport on Industrial Organization, Table 3.
’ 4
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> ' CHAPTER I

TABLE A1.23—/ntome Before Taxes as a Percent of Total Business Receipts L, ..voer wocr ¢ rirm, 1973-74
(Assets in Thousand Doilars)

Size of Total Assets
R

: : 1,000 5,060 10,000 25,000 50,000 100,000
industry Ali Asset 1 under 100 under 250 under 500 under  under under under under under under 250,000
Division Sizs - 100 250 500 1,000 5000 10,000 25000 50,000 100,000 250,000 or more

All Industries 5.10 0.90 2.59 2.77 2.84 3.38 414 4.70 4.85 5.03 6.20 7.32
Agriculture Forestry, Fishin 418 3.53 4.62 418 5.76 3.09 5.05 3.09 3.68 8.87 1.39 !
Mining . 23.47 +2.04 5.19 6.01, 3.86 5.10 5.03 2.96 4.87 5.49 1.29 39.88
Construction 1.74 -0.42 1.71 1.70 1.74 2.03 1.71 1.50 2.12 -0.34 2.21 6.25
Manufacturing 6.33 0.37 2.24 3.05 3.40 454 5.09 5.52 5.83 5.63 7.08 7.28
Transportation, Cemmunications, Utilities .

493 -0.9¢ 2595, 299 3.47 3.54 494 5.17 494 3.0 417 5.58
Wholesale Trade . 3.12 1.38 2.34 2.73 290 3.49 345 3.56 3.32 3.94 3.78 221
Retail Trade 1.95 051 - 224 1.97 188 . 192 247 1.62 2.07 1.98 1.87 242
Finance Insurance, Real Estate 12.25 5.36 15.46 18.90 15.00 10.42 11.79 18.11 14.52 15.07 17.60 11.32
Services . 2.76 1.05 2.40 3.08 293 2.89 4.80 4.40 4.32 4.32 5.10 2.04

Note: Data are for firms with and without income.
*Omitted due to potential disclosure of corporate identity.
Source: Department of the Treasury, Internal Revenue Service, Corporation Income Tax Returns, 197374,
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Tasre AL24—Average and Cumulative Share of Sales by Industry Divisions and Employment Siz

CHAPTER |

[Sales, Thousands of Dollars; Sales <hare, Percentage)

e of Enterprise, 1978

Employment Size of Enterprise

10,000

Industry Division Total 1-4 5-9 10-19  20-49 © 50-99 100-249" 250—499 500-999 1000— 4999 5000—9999 and over
Total
All Industries
Average Sales 1.374 138 385 718 1.668 3591 7,215 15,668 35.827 11,518 422,264 2,413,898
Cum. Share — 5.7 115 177 26.2 32.1 385 2.7 475 59.3 65.3 100.0
Agriculture, Forestry,

Fishing
Average Sales 603 140 346 626 1,451 3,184 5,284 12,781 30,159 85,903 345,333 2,536,666
Cum. Share — 20.0 339 445 55.9 62.0 66.7 69.7 719 787 81.3 100.0
Mining
Average Sales 31,666 230 515 994 1,731 3,796 9,407 19,202 53,840 263,892 466,363 8,736,290
Cum. Share — 06 1.2 2.1 33 41 5.3 6.0 6.6 12.1 13.7 100.0
Construction
Average Sales . 851 148 358 703 1,548 3,574 7. 499 17,391 32,686 89,965 384364 1,125,384
Cum. Share — 19.7 317 439 54.3 689 77.9 826 85.8 90.9 93.7 100.0
Manufacturing .
Average Sales 17,110 113 275 579 1,281 2,812 6,447, 14,657 30,368 102,136 396,537 2,335,955
Cum. Share — 09 2.2 43 84 12.3 177 21.7 25.3 35.2 42.1 100.0
Transportation,

Communication,

Utitities
Average Sales 36,059 123 382 530 1,315 3,169 7,322 17,175 38,678 185,299 718,406 2,333,093
Cum. Sales —_ 2.1 5.0 81 12.3 15.5 19.1 216 24.4 399 535 100.0
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Taste Al.24—Continued

10,000
Industry Division Total 1-4 5-9 10-19  20-49  50-99 100-249 250-499 500-999 1000—4999 5000— 9999 and over
Wholesale Trade
Average Sales 2,908 316 886 1.743 3,817 , 8,650 20,527 50537 163,898 359,715 939,214 2,916,384
Cum. Share — 84 20.1 333 496 59.1 68.7 745 819 92.2 942 100.0
N Retait Trade
g Average Sales 1,340 107 288 615 1,463 3,746 7,263 13,509 25,144 93,393 320,921 2,151,693
Cum. Share — 10.5 21.3 321 46.9 56.5 62.9 65.5 67.2 723 75.9 100.0
Finance, Insurance,
Real Estate
Average Sales 6,582 349 876 1,693 3,569 8128 14,156 26,869 51,293 159,631 426,948 2,052,200
Cum. Share —_ 42 8.3 124 17.6 22.2 282 335 39.6 59.8 68.7 100.0
Services '
Average Sales 8!8 82 235 44] 826 1,462 2,863 6,953 13,444 38,801 160,997 471,903
Cum. Share —- 9.7 19.0 21.8 379 4.8 541 62.1 68.5 83.4 89.0 100.0
Note: Averages exclude subsidiaries and firms with unreported sales. !
Source: Small Business Data Base tabulated by Brookings Institution from Dun and Bradstreet's Market identifier Fils. Q
240
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CHAPTER I
TasLe AL25—Companies, Employees, Employment
Per Company and Relative Concentration Per State +

[Number and Percent}

Employment

Federal Companies ' Per Percent
Regions Number Percent Number. Company of (3)

(n (2 3) (4) (5)

United States 3,623,468 100.0 80,704,455 223 1.00
Region |:

Total 209,900 58 5574538 26.5 . 1.19
Maine 16,809 0.5 229,169 136 . 0.60
New Hampshire 16,112 0.4 245,583 15.2 . 0.75
Connecticut 54,608 1.5 2,567,808 47.0 . 2.13
Yermont 9,170 0.3 98,490 10.7 . 0.33
Rhode Island 18,077 0.5 355,212 19.7 . 0.80
Massac husetts 95,124 26 2078276 21.9 . 1.00
Region Ii:

Total 435,441 120 15,133,868 34.8 . 1.56
New York 308,325 85 12,379,358 40.2 . 1.80

New Jersey 127,116 35 2754510 217 . 0.97
Puerto Rico NA NA NA NA NA

Region lll:

Total 348,193 ) 8,315,751 239 1.07
Delaware 8,327 . 427,770 514 . 2.50
District of Columbia 12,872 . 1,277,732 99.3 . 4.00
Maryland 56,746 . 944,086 16.7 . 0.75
Pennsylvania 176,886 . 4,151,446 235 . 1.04
Yirginia 69,965 . 1,195,721 17.1 . 0.79
West Virginia 23,397 . 318996 136 . 0.67

Region IV:

Total 567,926
Alabama 47,567
Florida 171,684
Georgia 85,231
HKentucky 51,052
Mississippi 31,295
North Carolina 78,290
South Carolina 39,170
Tennessee 63,637

Region V:

Total 708,925 919,021,417 26.8 . 1.21
filinois 189,979 . 5,762,570 303 . 1.32
Indiana 77,788 . 1,295,154 16.7 . 0.76
Michigan 135,350 . 4,415,386 32.6 . 1.49
Minnesota 72,833 . 1,710,915 235 . 1.05
Ohie 156,925 . 4,393,702 280 . 1.26
Wisconsin - 76,050 . 1,443,690 19.0 . 0.86

—

00— MO 00 ) WO

8,892,303 15.7
712,289 15.0
2,212,585 129
1,459,307 17.1
709,626 139
398,314 12.7
1,585,379 20.3
624,025 15.9
1,190,778 18.7

—

Q100 D LN WO 0o O -

0.70
0.69
0.56
0.75
0.64
0.56
091
0.73
0.83

'Relgti@g_concentration is defined as the percentage of employees in a state relative to the percentage of
companies inthat state. An equal representation of each would therefore have a value of 1.00.
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TaBLE A1.25—Continued

Employment Ratio

Federal Companies Per Col. &
Regions Number  Percent Number  Company  Percent  Col. 2

(1) 2) 3 4 {5)
Region VI:
Total 403,791 1.1 6,576,760 16.3 8.2 0.74
Arkansas 35,792 1.0 409,781 115 0.5 0.50
Louisiana 60,987 1.7 921,714 15.1 1.1 0.65
New Mexico 19,383 0.5 219,448 113 03 0.60
Oklahoma 54,266 1.5 702,810 13.0 0.9 0.60
Texas 233,363 6.4 4,323,007 185 5.4 0.84
Region VIi:
Total 211,833 58 3,576,014 169 44 0.76
lowa 51,690 14 659,731 12.8 0.8 0.57
Kansas 44,398 12 641,214 14.4 0.8 0.67
Missouri 86,374 2.4 1,849,724 21.4 2.3 0.96
Nebraska 29,371 0.8 425,345 145 0.5 0.63
Region VIII:
Total ) 126,974 35 1,595,856 12.6 2.1 0.60
Colorado 51,932 14 747,215 14.4 0.9 0.64
Montana 17,168 0.5 148,096 8.6 0.2 0.40
North Dakota 12,309 0.3 132,255 10.7 0.3 1.00
South Dakota 12,747 0.4 143,133 11.2 0.2 0.50
Utah 23,364 06 333,315 143 0.4 0.67
Wyoming 9,454 0.3 91,842 9.7 0.1 0.33
Region IX:
Total 464,320 128 9.868483 21.3 122 0.95
Arizona 37,524 1.0 589,543 15.7 0.7 0.70
California 397,102 110  8817,945 22.2 109 0.99
Hawaii 16,267 0.4 258,282 159 0.3 0.75
Nevada 13,427 0.1 202,713 15.1 0.3 0.75
Region X:
Total 146,165 40 2,149,463 147 2.7 0.68
Alaska ) 7.829 0.2 69,077 88 0.1 0.50
[daho 16,243 04 236,516 146 0.3 0.75
Oregon 50,737 14 722,451 14.2 0.9 0.64
Washington 71,356 20 1,121,419 15.7 14 0.70

NA—Not available

Source: Small Business Data Base tabulated by Brookings Institution from Dun and Bradstreet's
Market Identifier File. The number of companies and employees were tabulated prior to imputations of
missing branches and subsidiaries. Totals are therefore lower than in those tables in which branch and
subsidiary imputations have already occurred.
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CHAPTER 1
TaBLE A1.26—Companies by Employment Size and of Company and Industry Division, 1977
{Number and Percent]

Wholesale Selected
All Industries Minerals Construction Manufacturing Trade Retail Trade Services'
Employment Size
of Company No. Cum.% No. Cum% No. Cum.% No. Cum.% No. Cum% No. Cum.% No. Cum.%
Total 5,589,806 22,358 1,190,789 296,146 293,522 1,776,253 2,010,738

e No Paid Employees 2,705,346 484 -~  — 718,782 604 - — — — 671,321 37.8 1315243 654
—_ 0 for Reporting Period? ’ 296,526  53.7 4408 197 61,309 5.5 33247 112 17813 61 108,998 439 70,651 689
1-4 1,466,061 799 8840 592 250,784 856 101,330 454 124755 486 564,763 757 415539 896
5-9 529,858  89.4 2,863 720 85476 938 43,869 0.2 65745 710 219206 880 112699 95.2
10-19 312,714 95.0 2,712 841 44118 975 41871 743 47274 871 121,788 - 949 54951 979
20-49 . 187,004 983 2,187 939 21,889 993 40,364 879 27,996  96.6 66,926  98.7 27,642 993
50-99 53,841 993 744 972 5309 997 17,612 938 6,462 988 15,823 996 7,891 997
100- 249 25372 998 368 988 2,288 999 10.702 974 2,529 997 5254 999 4231 999
250499 6909 999 113 993 507 999 3,468 986 545 999 1,128 99.9 1,148 999
500 or More 6,175 100.0 123 100.0 327 100.0 3,633 100.0 303 1000 1,046 100.0 743 1000

' Selected services covered by the Economic Censues are listed in Appendix C of the 1977 Enterprise Statistics.
2Companies which reported annual payroll but did not report any employees on their payroll during specified pay periods in 1977.

Source: Department of Commerce, Bureau of the Census, 1977 Enterprise Statistics, General Report on Industrial Organization, Table 3. <
O
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CHAPTER I ! ) !
TasLe A1.27—Establishments per Company by Employment Size of Company and Industry Divisions, 1977
g [Number}
” Employment Size All Industries Minerals Construction Manufacturing  Wholesale Trade  Retail Trade  Selected Services’

of Company
Total 1114 1.369 1.009 1.639 1.220 1.162 1.037
No. Paid Empleyees 1.000 — 1.000 —_ —_ — 1.000
3 for reporting Period? 1.004 1.004 1.000 1.003 1.008 1.006 1.004

N 1-4 1.005 1.005 1.000 1.001 1.008 1.004 1.004
) 5-9 1.034 1.040 1.002 1.007 1.053 1.040 1.039

10-19 1.120 1.084 1.012 1.021 1.175 1.158 1.150
2049 1.337 1.274 1.060 1.085 1,543 1.464 1.412
50-99 - 1.892 1.801 1.272 1.294 2.552 .,‘ 2.452 1.992
100249 3.275 2,984 1.801 1.926 4644 6.282 2.961
250- 499 6.938 5.876 3.379 3.616 9.906 18.393 5.983
500-999 13.833 9.333 7.076 7.009 20.216 38.201 13.323
1,000 or more 105.200 67.227 24.324 78.470 48.544 249.310 69.583

' Selected services covered by the economic censuses are listed in Appendix C of the 1977 Enterprise Statistics.

Companies which reported annual paymil but did not report any employees on their payroll during specified pay periods in 1977.

Source: Department of Commerce, Bureau of the Census, 1977 Enterprise Statistics, General Report on Industrial Organization, Table 3.
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CHAPTER I
TaBLE A1.28-—Employment by Employment Size of Company and I ndustry Divisions, 1977
[Number and Percent] .

Industry Division

Wholesale Retail Selected
All Industries Minerals Construction Manufacturing Trade Trade Services'
Employment Size ,
of Company No.  Cum.% No. Cum% No. Cum.% No. Cum.% No. Cum% No. Cum% No. Cum%
Total 49,775,765 645,975 3,887,221 21,952,260 3,571,992 13,560,387 6,157,930
1-4 3,094,037 6.2 16,671 26 534863 138 209,502 1.0 279,616 78 1229640 91 823,745 134
. 5-9 3,467,803 132 19,465 56 956,775 281 29403 23 436914 20,0 1430245 200 730,101 25.3
10-19 4,182,241 216 . 37391 114 585982 432 574,155 49 635785 37.8 1621223 316 727,705 371
20-49 5,573,866~ 328 66,837 217 643246 59.7 1,254,048 106 821,463 60.8 1973076, 462 81519 50.3
50~ 99 3655212 40.1 50,710 300 358563 689 1,217,247 161 435585 730 1,053,964 ~540 539,143 591
100-249 3,790,138 477 56025 387 338761 776 1627676 235 373437 835 758682 596, 635557 9.4
250- 499 2,366,280 525 39,287 448 172973 820 1,192,418 289 187,769 888 385801 624 - 348032 755
500999 2,088,287 56.7 3281 499 125275 852 1166163 342 131,852 925 339419 649 292,717 805
1,000 or more 21557,901 1000 326,728 1000 570,783 1000 14,416,748 1000 269571 1000 4768337 1000 1,205,734 100.0

' Selected services covered by the Economic Censuses are listed in Appendix C of the 1977 Enterprise Statistics.
Source: Department of Commerce, Bureau of the Census, 1977 Enterprise Statistics, General Report on Industrial Organization, Table 3.




CHAPTER I
TABLE A1.29—Payrolls by Empioyment Size of Company and Industry Divisions, 1977
' [Millions of Dollars and Percent} '

Industry Division

Wholesale Selected
All Industries Minerals Construction Manufactiring Trade Retail Trade Services'

Employment Size
of Company Millions Cum.%  Millions Cum.%  Millions Cum.%  Millions Cum.%  Millions Cum.%  Millions Cum.%  Millions Cum.%

Total 555,848 10,006 54,964 298,043 44145 94,782 53,909
0 for Reporting Period? 3921 07 X 875 16 104 84 09 1405 1. 5131 2l
1-4

23224 49 265 ) 5188 11.0 2,318 . 2975 76 6,484 . 5997 113
5-9 29,239 10.8 290 . 6142 222 3,357 . 5064 191 8,167 . 6218 228
10-19 38921 178 537 . 7635 36.1 6,415 ) 1718 366 9,926 . 6,691 352
20-49 55173 217 974 . 9,573 535 13,764 3 10,210 59.7 13,239 . 7,414 50.0
50-99 37.740 345 775 285 5689 639 13,198 . 5501 722 7,904 . 4673 587
100249 39,393 416 865 311 5348 736 17,715 X 4733 829 5,556 . 5178 683
250499 24605 4RO 627 434 2,696 785 13,137 ) 2,418 884 2,581 , 3147 741
500-999 22,500 50.0 578 492 1,976 82.1 13,268 . 1,734 923 2,336 . 2608 789
1,000 or more : 281,132 100.0 5072 1000 9,844 1000 214,767 100.0 3,408 100.0 37,184 X 10,852 100.0

! Selected services covered by the Economic Censuses are listed in Appendix C of the 1977 Enterprise Statistics.
Companies which reported annual payroll but did not report any employees on their payroll during specified pay periods in 1977.
Source: Department of Commerce, Bureau of the CCensus, 1977 Enterprise Statistics, General Report on Industrial Organization, Table 3.
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. CHAPTER 1

TasLe Al.30—Distribution of Employment in Companies with Less than 100 and Less
than 500 Employees by Industry Divisions, 1977

{Percent)

Industry Division Percentage of Firms with Less Than
100 Employees 500 Employees

Small Business  Enterprise  Small Business  Enterprise
Data Base Statistics Data Base Statistics

All Industries 338 40.1 46.8 52.5
Agriculture, Forestry, Fisheries 66.8 NA 76.6 NA
Mining 13.8 30.0 19.7 448
Construction 70.0 689 83.7 82.0
Manufacturing 16.1 16.1 28.3 28.9
Transportation, Communication, Utilities 18.1 NA 24.5 NA
Wholesale Trade 68.5 73.0 83.0 88.8
Retait Trade 56.8 54.0 65.8 62.4
Finance, Insurance, Real Estate 31.8 NA 46.3 NA
Services 32.0 59.1 51.3 75.1

NA—Net Avanable
Note: Mining and Service sectors in the 2 sources are not comparable.

Sources: Small Business Data Base tabulated by Brookings Institution from Dun and Bradstreet's
Market Identifier File and, Department of Commerce, Bureau of the Census, 7977 Enterprise Statistics,
General Report on Industrial Organization, Table 3.

CHAPTER I

Tasre Al.31—Company Profits After Tax as a Percentage of Net Sales
By Major Industry Groups and Selected Employment Size Classes, 1978

Employment Size Class
Major Groups 20-99 100- 499 500—-999

Farms-Crops 8.03 2.72
Farms-Livestock 475 2.54
Agricultural Services 8.20 12.72

Metal Mining -.07 -

Anthracite Mining 0.45 2.06
Bituminous Coal 1.78 493
0il, Gas Extraction 11.94 12.31
Nonmetallic Mining 7.38 8.37

General Contractors 3.02 257
Heawy Construction 423 312
Special Trade Construction . 341 2.53

Food Products . 2.70 3.33
Textile Mill Products 2.13 1.30
Apparel and Other Textile Products 2.90 2.68
Lumber, Wood Products 473 6.10
Fumniture, Fixtures - 351 3.55
Paper Products 3.64 2.20
Printing Publishing 37.18 1.23
Chemicals 5.81 9.01
Petroleum Products 478 5.01
Rubber Products 4.06 3.68

ERI

Aruitoxt provided by Eic:




TanLe A1.31—Continued

Employment Size Class

SK Major Groups 20-99 100 499 500-999 }
31 Leather Products 3.55 2.9 4.66
32 Stone, Clay, Glass Products 483 6.12 7.48
33 Primary Metal Products 291 3.95 448
34 Fabricated Metal Products 3.89 423 - 6.24
35 Machinery except Electrical . 4.36 475 - 6.52
36 Electric, Electronic Equipment i 470 6.19 519
37 Transportation Equipment 3.87 513 4.00
38 Instruments 583 5.39 3.36
39 Miscellaneous Manufacturing 5.62 454 6.77
40 Railroad Transportation 11.08 12.30 -
4] Local Transportation 375 -3.04 -4.05
42 Trucking and Warehousing 3.28 2.99 2.64
44 Water Transportation 1.74 2.93 891
45 Air Transportation 247 6.44 5.09
46 Pipeline Transportation 14.45 21.36 22.81
47 Transportation Services 3.45 8.6l -
48 Communication 13.69 1483 15.19
49 Utilities . 6.76 5.88 9.64
50 Wholesale Durable 2.85 2.01 2.74
51 Wholesale Non-Durable 193 2.00 2.11
52 Building Materials 314 2.21 . Al
53 General Merchandise Stores 1.38 2.14 2.31
54 Food Stores 1.65 2.19 1.00
55 Automotive Dealers, Service Stations 1.40 1.26 1.40
56 Apparel Stores 3.08 263 578
51 Fumniture Stores 2.97 2.52 440
58 Eating & Drinking Places 5.253 5.27 3.76
59 Miscellaneous Retail 3.10 2.57 13.20
60 Banking 15.30 10.17 11.04
61 Credit Agencies ° 1267 10.60 8.30
62 Commodity Brokers 2.19 8.65 451
63 Insurance Carriers 794 112 9.99
64 insurance Agents 8.21 11.65 -
65 Real Estate 14.58 8.13 6.99
66 Holding !nvestment Offices 9.26 1117 7.86
70 Hotels, Motels . 9.01 490 8.86
72 Personal Services 527 457 26.81
13 Business Services 5.66 3.76 9.29
75 Auto Repair Sarvices 427 13.72 9.58
76 Miscellaneous Repairs 8.46 450 -
78 Motion Pictures . 429 2.92 -
79 Recreation Excluding Motion Pictures 5.09 8.09 13.59
80 Health Services 4.01 -3.90 378
82 Educational Services - 6.06 5.51 3.26
83 Social Services 583 1.75 6.60
84 Museums 19.09 25.55 -
86 Nonprofit Organizations 7.80 9.07 483
89 Miscelianeous Services 6.7 5.94 2.11

Note: A dush indicates that sample wés insufficient for statistical accuracy. Generally, 25 obser-
vat.io'ns were required to provide a minimal degree of acceptability. Data are preliminary and subject to
re vision.

Source: Small Business Data Base tabulated by Brookings institution from the Dun and Bradstreet
Financial Statistics for 1978.
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CHAPTER!I -

TasLe A1.32—Surwvival Rates by Kind of Retail Business in Illinos

Number Percentage
Started in Active in
Kind of Business 1974 October 1979

Farm Equipment Daalers 110 63.6
Motor Vehicle Dealers (new and :used) 127 55.9
Lumber Yards and other Build. Materials Dealers 116 535

Farm and Garden Supply Stores, n.e.c. 83 530
Hay, Grain, and Feed Stores 66 51.5
Drug Stores 203 50.7
Hardware Stores 230 49.1
Drapery, Curtain, and Upholstery Stores 95 46.3
Shoe Stores 88 443
Furniture Stores 149 4.3
Misc. Automotive Dealars 241 440
Jewelry Stores 170 43.6
Book and Stationery Stores 168 435
Househotd Appliance Stores 76 434
Tire, Battery, and Accessory Dealers 2719 434
. Paint, Glass, and Wallpaper Stores 68 42,
Antique Stores 501 425
Florists 221 421
Mens and Boys Clothing and Fusnishing Stores 109 41.3
~ Liquor Stores 234 40.2
Used-Car Dealers 465 389
Dry Goods and Genri. Merchandise Stores 68 38.2

Sporting Goads Stores and Bicycle Shops 406 7.7 .
Eating and Drinking Places 745 365
Music Stores 151 35.8
Food Stores, n.e.c. 109 3.8
Misc. Stores, General Merchandise, n.e.c. 224 35.3
Misc. Home Furnishings Stores 114 3.1
Automatic Merchandising 134 35.0
Radio and Television Stores 164 348
Misc. Retail Stores, Specialized, n.e.c. 2,061 342
Floor-Covering Shops 157 338
Misc. Apparel and Accessory Stores 125 336
All Retait 17,252 332
Women's Ready-to-Wear Stores 192 31.8
Drinking Places (alcoholic beverages) 1,403 305
Direct Selling Organizations (incl door-to-door) 949 30.0
Family Clothing Stores 92 29.4
Mail-Order Houses 199 292
Gift, Nowelty and Souwenir Shops 512 289
Meat and Fish Markets 143 287
Secondhard Stores 193 215
Limited Price Variety Stores 62 21.4
Grocery Stores 962 210

1.E.C. Not Elsewhere Classified.
Note: Cnly categories with 50 or more new starts in 1974 are listed.

Source: Alvin 0. Star and Michael Z. Massel, "Survival Rates for Retailers,” Journal of Retailing, Summer

1981, p. 92.
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CHAPTERI -

TaBLE A1.33—Business Size Classifications for Employment

Number of Employees

0
1-4
. 5-9
. 10-19
20-49
' 50 - 99
C 100 - 249
‘ 250 - 499"

500 - 999
- 1,000 - 2,499
2,500 - 4,999
5,000 - 9,999
10,000 or more
!
;

' Businesses with 499 or fewer employees ‘are classified as small.

Note: Adopted by the Interagency Committee on Small Business Statistics, and pUb|IShed in the Federal
Register and Statistical Reporter of December 1980.

Source: Department of Commerce, Office of Federal Statistical Policy and Standards Statistical Reporter,
Vol. 81— 3, Dacember 1980.
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CHAPTER I
TaBLE A1.34—Small Fitiy as a Percent of Total Firms Under Current Size Standards by Industry Divisions
(Number)

Loans Procurement

Small -
Industry Fims
Division All Small as % of Al Small
Firms Firms Total Firms Firms

" Mining ’ NA NA _ 23,097 22,209
Construction 1,176,135 1,165,963 99.2 1,176,135 1,167,233
Manufacturing 299,351 281,127 93.9 299,351 284111
Transportation Communication, Utilities' 120,813 110,312 91.3 120,813 116,359
Wholesale Trade? 286,925 273,117 ) 95.2 286,925 282,481
Retail Trade 1,567,071 1,514,687 98.4 NA NA
Insurance and Real Estate NA NA J— NA NA
Services 15763,992 1,752,297 99.3 1,763,992 ‘ 1,753,709

Total . 5214287 5,125 .43 98.3 3,670,313 3,626,102
{Less Agriculture)
Agriculture® 2,314,013 2,304,013 99.6 NA NA

1,528,300 1,428,516 98.7 3,670,313 - 126,102

Total
{With Agriculture)

NA—Mot applicable. Thare is no current standard for these industries.
' Oniy those industries in which SBA makes loans are listed. Many industries in the Transportation, Communication, ad Utilities group and most of the Finance, Insurance, and

Real Estate group (including all of Finance) are not eligible for SBA programs. . -

" *Merchant wholesalers, wholesale agents, brokers, and commission merchants are included. Sales outlets owned by manufacturers are not included as a wholesale function.

3Agriculture is listed separately because SBA historically has made most of its loans to commerical enterprises rather than family farms.

... Sources: Data derived by the Size Standards Branch, Small Business Administration, from the Economic Censuses, 1977, Dun & Bradstreet data for 1977, and the Census of Ag-

Q riculture, 1974, ‘ . '
ERIC a1
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CHAPTER | . }
TABLE A1.35—Small Firms as a Percent of Total Sales Under Current Size Standards by Industry Divisions
. L
~ (Millions of Dollars) ..
1 /
1oans . Procurement
‘ Smill . Small
Industry Firps - Firms
/’ Division - All Small, as % of All © Small as % of
: Firms Firms Total Firms ~—fFirms Total A
Mining ) M NA — .40 2o 231
Construction . . 235571 157,138 66.7 235,57t 160,486 681 -
Manufacturing 1,361,378 280,493 20.6 1,361,378 309,688 22.7
Transportation Communication, Utilitias' 143965 . - 34222 238 143,965 53,909 374
Wholesals Trade? 802,717 362,856 45.2 802,717 ’ 512,706 T 639
ro Retail Trade 723,124 323,493 447 NA NA -
ho Insurance and Real Estate NA NA — Mo NA ——
S Services . 179,515 . 116,485 64.9 179.515 ° 119,285 66.4
Total 3,446,270 1,274,687 37.0 2,819,556 1,178,344 41.8
(Less Agriculture) o v .
Agricultéum‘ 81,295 ) 73,166 90.0 NA NA . —_—
Total ' 3,527,565 1,347,853 382 2,819,556 1 L178344 . 41.8
With Agricutture) ' T .
NA—Not applicable. There is no current standard for t-~se inaustries. ‘ .
*Only those industries in which SBA makes loans are listed. Many industries in the Transportation, Communication, and Utilities group and most of the Finance, Insurance, and
Peal Estate group (including all of Finance) are not eligible for SBA programs. : ‘
“Merchant wholesalers, wholesale agents, brokers, and commission merchants are included. Sales outlets owned by manufacturers are not included as a-wholesale function.
3 Agriculture is listed separately becauss SBA historically has made most of its loans to commerical enterprises rather than family farms. ’
) Sources: Data derived by the Siza Standards Branch, Small Business Administration, from the Economic Censuses, 1977, Dun & Bradstrest data for 1977, and the.Census of Ag-
Q ) ] A d
. riculture, 1974, (* 1., .
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CHAPTER 11 \

TasLE A2.1—Ratio of Percentage Change in Employment by Nonagricultural
Industry by Establishment Size to Percentage Change in Employment
in All Industries by Establishment Size, 1977 to 1979

Al Establishment Employment

[Ratio)
Establish-  Less Than 500
Major Industry Group Code ments 20 20—-99 100—-499  or More
1 Metal Mining 10 -1.82 -0.17 1.18 1.09 -3.02
Anthracitic Mining 11 -0.52 0.37 -0.21 -0.80 0.00
Bituminous Mining 12 0.34 0.91 1.15 0.17 0.05
0il, Gas Extraction 13 2.06 1.60 1.45 1.38 3.64
Nonmetallic Minerals 14 0.34 -0.10 0.68 0.86 —8.54
Genera! Contractors 15 1.70 1.59 1.74 2.00 4.40.
Heavy Construction Contractors 16 1.34 1.26 1.11 241 0.39
Special Trade Contractors 17 1.75 1.48 1.99 291 2.27
Food Products 20 0.11 -0.76 -0.30 0.04 0.73
Tobacco 21 0.74 -0.17 =237 -2.26 2.75
Textile Mill Products 22 ~-0.21 -0.40 ~0.44 —-0.08 -0.24
Apparel and Other Textile
Products 23 0.08 0.46 0.31 -0.03 -0.16
Lumber, Wood Products 24 0.80 0.45 0.55 0.62 418
Furniture, Fixtures 25 0.61 -0.01 0.64 0.46 0.89
Paper Products 26 0.37 - 0.16 0.03 0.48 0.36
Printing, Publishing 27 0.58 0.71 0.69 0.80 0.01
Chemicals 28 0.33 -0.15 0.13 0.54 0.29
Petroleum Products 29 -0.87 -0.86 -021 0.39 -2.34
Rubber Products 30 0.79 0.64 0.96 ° 1.60 ~0.72
Leather Products 31 -0.02 -0.25 -0.33 -0.08 0.95
Stone, Clay, Glass Products 32 0.63 —-0.16 0.47 1.09 0.29
Primary Metals 33 0.66 -0.40 0.60 0.86 0.58
Fabricated Metal Products 34 1.02 0.25 0.85 0.95 1.31
Machinery, except Electical 35 1.44 0.79 1.25 0.99 1.83
? . Electric & Electronic Equipment 36 1.36 0.44 0.58 1.44 1.43
Transportation Equipment 37 1.47 0.85 0.85 0.98 1.62
Instruments 38 1.16 0.20 0.82 1.20 1.24
Miscellaneous Manufacturers 39 0.16 ~-0.16 0.23 0.16 0.26
Railroad Transportation 40 422 5.45 0.00 0.00 0.00
Local Transportation 4] 0.30 0.00 0.47 -0.11 4.68
Trucking 2 1.00 0.73 0.85 0.92 299
Water Transportation 44 -0.12 0.83 1.22 —0.66 —-0.87
Air Transportation 45 -2.08 0.93 1.34 1.03 -3.83
Pipe Lines exc. Natural Gas 46 —-0.08 1.09 1.37 ~384 0.00
Transportation Services 47 1.94 221 1.43 3.24 0.00
Communication 48 0.50 0.36 0.93 0.61 0.31
Utilities 49 0.94 0.14 0.41 0.52 1.43
Wholesale-Durables 50 121 1.06 1.18 1.49
Wholesale-Non-Durables 51 061 0.42 0.55 0.93
Building Material Stores 52 0.88 047 LI 1.29
Genera! Merchandise Stores 53 0.31 -0.70 0.01 0.21
Food Stores 54 0.57 0.34 0.71 0.71
o 223
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TasLe A2.1 (Continued)—Ratio of Percentage Change in Employment by Non-agricultural
Industry by Establishment Size to Percentage Change in Employment
in All Industries by Establishment Size, 1977 to 1979

- Major Al Establishment Employment
Industry  Establish-  Less Than - 500
Group ments 20 20—-99  100-499 or More

Auto Dealers, Service Stations 55 0.46 —-0.13 0.57 2.32 -0.93
Apparel Stores 56 0.75 0.77 0.63 1.15 0.71
Fumniture Stores 57 0.94 0.82 1.16 241 —8.54
Eating, Drinking Places 58 1.32 0.62 1.14 1.92 4.67
Miscellaneous Retail 59 0.89 0.64 096 - 1.19 2.99
Banking 60 0.73 -0.32 —-0.63 0.66 0.73
Chedit Agencies 61 1.30 0.39 1.10 . 2.30 1.30
Security Dealers 62 0.25 0.97 -0.17 ~0.30 0.25
insurance Carriers 63 - 070 0.67 0.26 0.62 0.70
Insurance Agents . 64 0.81 1.32 0.56 -0.45 0.8
Reat Estate : 1.03 1.90 1.01 1.68 1.03
Combined Offices -221 -2.74 -2.57 0.00 -221
Holding, Investient Cos. 0.84 1.33 1.20 0.17 0.84
Hotels and Lodging Places 0.43 0.14 0.29 0.04 0.43
Personal Services 0.41 0.38 0.44 081 - . 041
Business Services 1.99 1.98 1.60 2.00¢ 1.99
Auto Repair Services 1.70 1.81 2.08 2.56 1.70
Miscellaneous Repair Services 1.76 1.60 1.87 294 1.76
Motion Pictures . 0.66 -0.32 0.03 1.44 0.66
Amusement & Recreation 0.90 0.90 0.76 1.77 0.90
Health Services 0.81 1.29 0.48 0.76 0.81
Legal Services 1.37 1.57 1.47 0.67 1.37
Educational Services 421 9.76 10.14 2.17 421
%"Pia' Services 2.71 3.55 2.08 294 271
useums, Botanical Gardens 0.59 234« 030 -0.07 0.59
Membership Organizations 0.54 0.53 0.67 0.41 0.54
Miscellaneous Services 1.99 1.85 1.82 1.58 1.99

Source: Small Business Data Base based upon unpublished data from the Unemployment !nsurance (U.1)
System, courtesy of the Bureau of Labor Statistcs.
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CHAPTER Il

CHART A2.2
NEW BUSINESS INCORPORATIONS
BY MONTHS

SEASONALLY STED
NUMBER IN ( SON L,L ADJUSTED)
THOUSANDS .
70 v
) 1o
50
50 48 a8 a9 dso
47 47 48
45 46 — 46 r— [—
. 44 44 "
40
40 iR
30 s
20 1s
or ~0
0
1978 1979 1980 JUL__AUG SEP  OCT_ NOV  DEC  JAN  FEB  MAR  APR  MAY
1980 1981

SOURCE  DUN & BRADSTREET. INC. MONTHLY NEW INCOHFOEAHO':S AS PUBLISHED IN

* MONTHLY AVERAGE

BUSINESS CONDITIONS QIGEST ’
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CHAPTER 11

TaBLE A2.3—Final Income Tax Returns Filed by Partnerships by Industry Division, 1978

Final Percent of All Percent of All Reiative Final
Major Industry Returns Final Returns Industry Returns? Return Rate’ Rank Among Major
(0 2 (3) (31710.28 Industry Groups
All Industries 126,825 100.00 10.28 1.000
Agrizulture, Forestry, Fisheries (01— 02), (07— 09) 9,303 7.34 133 0.713
Farms (01-02) 1,519 593 6.86 0.66” 34,
Forestry, Fisheries (07— 09) 1,784 1.41 10.25 0.997 25.
Mining, (10~ 14) 2,248 1.77 9.51 0.925
Oil and Gas Extraction {13) 1,739 1.37 8.66 0.842 29.
o Other Mining {10—12, 14) 509 0.40 14.33 1.394 11.
'c\", Construction, (15—17) 13,358 10.53 17.12 1.665
’ General Building Contractors (15) 5,180 4.08 16.37 1.592 5
Special Trade Contractors (17) 8,095 6.38 17.55 1.707 3.
Not Allocable (16) 83 0.07 . 31.44 3.058
Manufacturing, (20~ 39) 2,879 227 10.31 1.003
Lumber, Wood Products (24) 400 0.32 1.31 0.711 32,
Printing, Publishing (27) . 630 0.50 11.95 1.162 20.
Machinery Except Elactrical (35) 278 0.22 14.15 1.376 12.
Other Manufacturing 1,571 1.24 10.32 1.004 23,
Transportation Communication, Wilities (40— 49) 2,574 2.03 12.94 1.259
Trucking, Warehousing (42) 1,794 1.41 14.86 1.446 9.
Other Transportation (41~ 49) 525 0.41 11.57 1.125 21.
Communications, Utilities (48— 49) 255 0.20 1.79 0.758 30.
Wholesale Trade, (50— 51) 4,558 3.59 15,62 1.519 7.
Retail Trade, (52 - 59) 24,828 19.58 14.57 1.417
_ Building Materials (52) 1,044 0.82 11.15 1.085 22,
) General Merchandise (53) 562 0.44L 13.59 1.322 14.
v g ) A(») ‘) .
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TaBLE A2.3—Continued

Final Percent of All Percent of All Relative Final
Returns Final Raturns Industry Retums? Return Rate' Rank Among Major
Major Industry ] 2) (3) (3¥10.28" Industry Groups
Food Stores (54) 3,870 3.05 17.12 1.665 4,
Auto Dealers, Service Stations (55) 3,381 267 13.32 1.296 16.
Apparel Stores (56) 1,876 1.48 15.44 1.502 8.
Furniture Stores (57) 2,354 1.86 19.04 1.852 1.
Eating, Drinking Places (58) 4,835 3.81 1321 1.285 17.
Other Retail (59) 6,906 5.45 14.45 1.406 10.
Trade Not Allocable 182 0.14 28.98 2.819
Finance, Insurance, Real Estate (60— 67) 35,369 27.89 - 6.85 0.666
Banks, Credit Agencies (60— 61) 169 0.13 1.23 0.703 33
) Security, Commodity Brokers (62) 86 0.07 3.0 0.293 36.
» Insurance Agents {64) 502 0.40 7.56 0.735 3L
Real Estate (65) 24,665 19.45 6.31 0.614 35.
Holding Investment Companies (67) 9,947 7.84 8.7 0.853 28.
Services, (70— 89) 31,529 24.86 13.07 1.271
Hotel, Lodging Places 1,578 1.24 8.90 0.866 27.
Personal Services (72) 3,565 2.81 13.40 . 1304 ° 15.
Business Services (73) 5,556 438 13.97 1.359 13.
Auto Services (75) 3,102 2.45 12.83 1.248 18.
Miscellaneaus Repairs (76) 1,662 1.31 17.59 1.7 2.
Amusement, Recreation (78— 79) 2,326 1.83 12.38 1.204 19.
Health Services (80) ’ 1,801 1.42 9.17 0.892 26
Legal Services (81) 2,948 2.32 10.30 1.002 24,
Other Services (82— 89) 8,991 7.09 15.91 1.548 6.
 Ratio of '‘percent of all industry retums to parcent of all retums for all industriss. i
2Percent of returns in each industry that are final. )
Note: A final income tax return is an income tax return that indicates no future returns are contemplated.
Q Source: Department of the Treasury, Internal Revenue Service, special analysis of October 21, 1981,
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CHAPTER I1I

.~ TABLE A2.4—1Increase in Business Failures by Selected Major Industry G;oups First
Quarter 1980 to First Quarter 1981

(Percent)

Total

Manufacturing and Mining
Lumber and Lumber Products
Paper, Printing and Publishing
Stone, Clay and Glass
Metals, Primary and Fabricated
Machinery

Wholesale Trade
Lumber, Building Supplies and Hardware
Machinery, Equipment and Supplies

Retail Trade
Food and Liguor
Appare! Accessorias
Lumber, Building Materials and Hardware
Automabile Group
Eating and Drinking Places

Construction
‘Building Subcohtractors
Miscellaneous Contractors

Commercial Sarvices

" Miscellaneous Personal services
Business Services
“Repair Services

Dun and Bradstreet, Monthly Business Failurss.
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CHAPTER II

TaBLE A2.5—Gross Product Originating in Small Business by Major Industry Division, [955-76

(Percent)
Small Busines as ¥
a Percent of
Small Business Private Industry Transportation, Finance, Services
as a Percent Gross Product Construc-  Manufac- Communication, Wholesale Retail Insurance, (less
Year of GNP Originating Mining tion turing UUtilities Trade Trade Real Estate households)
1976 39 48 32 83 19 22 84 62 46 82
1975 39 LY 26 83 20 18 85 63 43 82
1974 39 LY 26 84 20 19 84 63 43 83
1973 39 48 . 3l 84 21 21 85 64 45 83
1972 40 49 32 84 21 20 85 65 48 83
1971 4] 49 43 84 21 21 87 65 49 83
ﬁ 1970 41 50 39 85 22 21 87 67 49 84
© 1969 41 49 39 83 2 22 87 67 50 84
1968 41 49 37 8 023 22 87 68 50 84
1967 2 50 40 84 23 23 89 70 52 84
1966 2 50 43 85 24 21 90 69 . 55 85
1965 LX} 51 45 85 24 24 89 71 56 85
1964 2 5 -« 4 84 25 18 90 72 52 84
1963 LX} 52 45 86 26 26 89 73 57 84
1962 LX} 52 45 87 27 LEL 89 3 55 84
1961 LX} 52 50 87 27 23 90 74 54 85
1960 43 52 50 89 28 22 89 75 53 85
1959 LX} 51 50 88 27 20 88 75 52 86
1958 LX} 51- 52 88 28 19 89 75 49 86
1957 4 52 53 88 29 20 89 7% . 51 86
1956 4 ’ 52 51 87 29 21 8 - 77 51 86
1955 43 52 50 87 30 23 89 77 53 87
Q Source: Joel Popkin and Company, “Measuring Gross Product Originating in Small Business: Methodology and Annual Estimates, 1955 to 1976, September 1980, prepared under

E lC contract for the Small Business Administration.
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. CHAPTER II

TasLe A2.6—Average Net Employmmt Change by Industry Division
and Employment Size of Enterprise, 197277

Employment Size of Enterprise— 1972

Industry Division 1-9 10-99 100- 499
Total -.16 214 23.38
Agriculture -.24 2.06 34.87
Mining -.28 433 46.88
Construction . —.54 12 11.76
Manufacturing -.25 2.07 18.33
Transportation, Communication, Ut|lmes . —.66 233 23.60
Wholesale Trade ) 2.87 30.27
Retail Trade —-.06 - 23 31.28
Finance, Insurance, Real Estate -2.90 T —87 . 2517
Services -.22 1.92 34.76
Note: Data rapresent net additions or net losses to an average company in the particutar industry and size
class.
Source: Small Business Data Base tabulated by Bmokmgs Institution from Oun and Bradstreet's Market
Identifier file.
CHAPTER II
Taste A2.7— Pércentage Growth in Employment by
State and Employment Size of Establishment, 19771979
[Percent of Change]
Employment Size of Establishment !
Less Than 500 Total
State 20 20-99 100- 499 or More Change
U.S. Total 9.17 13.24 13.16 11.70 11.84
Afabama 9.09 10.77 9.22 7.14 9.06
Alaska 8.48 —-5.14 -19.81 —-100.00 -12.14
Nizona 17.76 35.45 55.35 11.91 29.99
Arkznsas 6.33 9.84 13.95 66.53 14.45
California 15.81 18.04 19.90 19.92 18.48
Colorado 15.37 2248 15.26 30.13 19.20
Connecticut 9.78 10.82 13.79 -1.29 7.40
Delaware 111 8.90 11.39 =229 6.18
District of Columbia 5.09 5.86 19.02 6.58 8.76
Florida 19.23 24.85 31.64 653 21.31
Georgia 10.63 16.94 12.91 ~2.18 10.74
Hawaii 13.04 7.05 14,53 29.717 13.12
idaho : 13.35 14.83 0.45 -3.79 8.76
IHinois 1.00 6.82 . 9.86 9.96 7.49
Indiana 8.82 10.09 11.03 1.58 7.64

7 lowa 2.89 7.08 6.17 1271 6.82

Q 220 250
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Kansas
Kentucky
Lovisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jersey
* New Maxico
New York
North Camlina
North Dakota
. Dhio
‘Oklahoma
Oregon
Pennsylvania
Rhode Isiand
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

TaBLE A2.7—Conlinued

6.47
8.48
6.92
9.30
10.81
11.12
6.22
11.02
13.34
8.12
10.77
5.01

2291

11.04
8.02
11.95
2.11
7.34
1.8
495
9.15
14.54
1.17
3.30
8.86
4.82
1.79
11.05
10.70
11.98
9.82
13.67
298
4.83
26.81

9.97
13.62
15.02
17.96
12.51

9.87
12.47
12.53
16.28

9.90
11.86

1.74
32.62
221
11.45
17.15

7.00
12.
15.7
11.24
11.03
21.92

8.74

8.03
17.43
10.28
13.90
16.23
18.38
18.29
10.91
20.69

9.66

9.64
41.03

9.00
12.14
15.06

-1.87
10.70
11.39
15.14
2057

9.36

9.22

-841

-0.39

9.85

7.8

8.92

421

8.19
10.58

-6.07
10.44
19.45
15.72

8.87

8.42
10,88

v D3

8.71
16.39 -
2259

—16.60
12.57}
16.33

—1.45

1341
19.20

26.27
18.33
. 21.27
-15.47
7.09
14.99
11.33
16.09
36.41
13.46
26.77
21.86
28.16
24.13
19.14
45.61

27 &
1815
-2.80
1172
0.83
38.72
4.00
-1957
9.73
144.60
12.79
23.46
21.26
0.18
1.02
"33.39
=6.24
22.25
146.75

11.44
12.55
13.36
5.71
10.39
11.90
11.36
14.72
16.32
10.11
8.74 .
6.31
2418
14.87
11.32
1352
4.83
12.02
8.13
9.93
10.69
19.25~
7.06
2.17
11.61
" 8.65
10.78
17.12
13.21
749
8.03
19.66
0.79
12.27
33.13

Source: Small Business Data Base based upon unpublished data from the Unemployment Insurance (U.1.)
System, courtesty of the Bureau of Labor Statistics. -

CHAPTER 11

‘TaBLE AQ.B—Pn‘;partion of Firms Increasing Employment to Firms Decreasing E mpl};ymenl
by State and Employment Size of Firm in Base Year, 1972-77

{Percent)

Employment Size of Firm Base Year
State 1-9 10-99 100 499

U.S. Average 1.0 22 2.7

Alabama . 1.2 26 29
Alaska . 27 69@ —
Arizona 1.0 20 2.6
Arkansas k 1.1 0@ 54@
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Tasre A2.8—(Continued). Proportion of Firms Increasng Employment to Firms Decreasing

Employment by State and Employment Size of Firm in Base Year, 1972-77

California
Colorado
Connecticut

- Delaware
District of Columbia
Florida
Georgia
Hawaii
Idaho
Hlinois
Indiana
lowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carlina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin

Wyoming

12 28
11 2.6
08 1.7*
09 1.6%
07 1.8
09 1.7
0.9 1.7%
08 L@
11 L@
11 22
1.0 23
il 27
11 2.7
11 25
13 33@
0.9 23
0.8 1.9
0.8 1.7%
0.9 2.0
13 28
1.0 24
1.0 22
12 28
Ll 29
14 7@
08 24
09 1.7+
1.3 34@
08 1.8
09 1.6%
1.6 7@
1.0 21
13 29@
1.2 2.8
0.9 18
0.8 1.6*
0.8 1.7
1.1 2.8
0.9 19
1.1 2.8
11 13@
1.1 23
0.2 1L.6@
12 37
1.0 2.6
1.1 2.7
16 34@

4@
28
2.3
2.0
1.5«
23
2.7
22+

2.2 *.
26@
34
3.0
32
3.0
1.6
26
2.1
24
it@
2.5
24
28
25
2.4
24
19*
24
4@
it@
22 *
20«
20«
23
44@
53@
2.6
2.5
5@

31

*0One of the ten smallest net employment changes from 1972 to 1977 for this firm employment siz

category.

@ 0ne of the ten largest net employment changes for 1972 to 1977 for this firm employment size category.

—Extrsme values due to weakness in sampling generate 2 computed value which is unrealistic for com-
parison purpose and is therefore omitted.

Source: Small Business Data Base tabulated by Brookings Institution fom Dun and Bradstreet's Market

Identifier file.
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CHAPTER 11

TabLe A2.9—Distribution of Establishments and Employment Within E stablishinents
by Siate and Employment Size of Firms, 1978

{Percent]

Percent of Total Numbar - Percent of Total
of Establiskments Employment

Employment Size Class

State ' 10 or 100 or 500 or 10 or 100 or 500 or
More More More More More More

LS. Average 23.2 2.3 36 835 51.6 28.8

Alabama 246 2.7 45 846 549 303
Maska 178% 14« .09 s 39+ 134
Arizona 208 17 25 27 4% 265
Arhansas 200+ 20 30 79.9 a1 222
California 229 20 30 823 483 269
Colorado 229 1.8 25 81.3 456 263
Connecticut 239 2.7 46 86.0 574@ 356@
Delaware - 56@ 24 42 845 503 292
Dist. Col. NI@ 2@ S6@ 81@ 564@ 35I@
Florida 203+ 17 21 783 4.7 - 218
Georgia 228 25 34 87.0 513 256
. Hawaii %6@ 18 26 79.4 87 182 »
idaho 19.2% 130 19 769*  385@ 185 *
iitinois 24,6 27 M 85.4 573@ 334
indiana 245 2.7 8@ 5@ 593@ 3BI@
lowa 215 19 29 80.8 479 269
Kansas 21.0 1.8 22 7955 M4 226
Kentucky 21.4 2.2 36 82.3 512 215
Louisiana 41 . 23 3l 82.8 89 259
Maine 229 23 37 829 98 242
Maryland %2@ 24 ° 35 842 , 503 276
Massachusatts 56@ . 0@ & 86.1@ 544 284
Michigan 57@ 25 41 86.1@ 555 - 348@
Minnesota 24 .22 3l 823 506 251
Mississippi 225 23 40 830 535 273
Missouri . 216 2.2 32 82.4 510 217
Montana : 17.9 10# 168, 702+ 309+ 157
Nebraskz 213 17 15+ 802 454 242
Nevada 227 19 39 82l 528 328
New Hampshire 229 26 38 836 502 * 233
New Jersay - 239 2.7 37 845 520 266
New Mexico 217 15% 24 789 426. 242
New York 229 23 38 845 540 324
North Carolina 21.4 1.3+, 0% 737+ 329+ 149w
North Dakota 242 0@ 45 848 557 280 .
Ohio } 25.0 2@ 8@ %66@ 515@ UI@
Oklahoma 20.1* 17 22 718 420 210
Oregon 20.4 17 24 79.1 434 223
Pennsyivania 202 0@ L 49@  866@ | 58.2@ 332
Rhode Island 218 26 46 852 - 5l1 269
South Carotina T33 29@  62@ 857 595@ 353@

ERI
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. TaBLE A2.9—Continued

v}
Sauth Dakota 20.4 13« 14 13.3* 313 213 °
Tennessee 24.4 28@ 43 846 - 543 28.6
Texas 23.0 22 .29 82.4 485 25.2
Utah : 21.8 1.7 24 '81.4 482 29.0
Vermont - 219 2.1 22 80.7 385 20.0
Virginia 25.2 24 37 84.1 512 221
Washington 206 - 16 24 79.5 442 255
Vest Virginia 245 2.5 . 49@ 848 55.2 321
Wisconsin 245 2.5 40 84.6 52.2 287
Wyoming 21.3 1.6 A7 15,6 * 358 122+

*One of the 10 smallest states within each size class.

@0One of the 10 largest states within each size class.

Note: Data exclude government employment.

Source: Small Business Data tabulated by Brookings Institution from Dun and Bradstreet's Market {dentifier
file. .

™
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" CHAPTER 11

TABLE A2.10—Net Employment Change for Establishments E'xisting at
the Beginning and End of the Period: 1969-76, By Age of Establishment

[Number and Percent]

Employment .
Size in 1965 L. Age in Years

Total  0-4  5-8  9-12 13 or more
100 or less ! 1,999,986 482,254 405,805 256,940 854,987
Qver 100 —-421,031 -19,758 ~33,018 —26,652 — 341,603
Total 1,578,955 462,496 372,787 230,288 513,384

. 2

Employment
Distribution in 1969 - Percent -
100 or less 100.0 241 20.3 lé,B 428
Over 100 \ 100.0 47 78 3 81.2
Total 100.0 29.3 236 146 325

Source: Adapted from David L Birch and Susan MacCracken, “Corporate Evolution: A Micro-Based Analy-
sis,” MIT Program on Neighborhood and Regiodal Change, January 1981, p. 16, supperted by Grant No. 14151°
from the Small Business Administration.
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CHAPTER Il

CHART A2.11 .
INDEX OF NET BUSINESS FORMATION
1969-81
| ‘ :
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1P T P T, s T
135
4
130 —
126 =
120 |~
. E
115 b= T
. E . ESTIMATED
110 |- CYCLICAL INDICATORS
" P . PEAK
T - TROUGH

/

105 [— ’
L | 1 I i | | | | | ]

0 .
1969 1970 1971 1872 1973 1974 1975 1976 1977 1978 1879 1980 1981

SOURCE  BUSINESS CONOITIONS OIGEST

.ERIC /

Aruitoxt provided by Eic: . .




H ) R
CHAPTER I
CHART A2.12 |
BUSINESS FAILURES —
BY MONTHS ’
(SEASONALLY ADJUSTED)
NUMBER PER !
10.000 FIRMS
0 ) -170
60 |- ) 60
57
! 52
o 49 ] - i
50 P " " o7 49 48 48 50 o
5 42 [—-! Sam— [ ]
[=2} 39 39
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» 200} =120
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) 0 0
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taso 1981
MONTHLY AVERAGE
NOTE DATA REPRESENTS NUMBER OF BUSINESS FAILURES PER 10,000 FIRMS LISTED IN THE DUN & BRADSTREE T REFERENCE BOOK.
SOURCE  DUN & BRADSTREET. INC . MONTHLY FAILURES j
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Chapter Il
Chart A 213 . -
BUSINESS FAILURES AND PRIME RATE, 1978-80
BUSINESS FAILURES PRIME RATE
(NUMBERS) {PERCENTAGE )
4000 20 »
.
/
BUSINeSS Fae3 ammm— . /
Prime Rale aw wwan w / 18
3500 =
16
3000 =
14
N
(&)
~
12 .
2500 o
10
2000 P~
8
1500 1 I i 1 A i 1 A 1 ' 1 i 1 6
[N I il v I i v] 1t i 4| '
! '
1978 1979 1980

QUARTER AND YEAR

SOURCES FEDERAL RESERVE BULLETIN . DUN & BRADSTREET .
Published by (he Natonal Smaki Busness Assocalon n ‘Report on Busness Bankrupicies. Sapl 12, 1981
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Chapter 11
. - TaBLE A2.14—Sales Per Employee by Employment Size of Enterprise, 1978
[Thousands of Dollars]
Employment Size of Enterprise
10,000
Industry Division J1-4 5-9 10-19 20-49 50-99  100-249 250-499 500-—9999 1000- 4999 5000- 9999 or more
L3
All Industries 574 602 60.1 51.8 549 49.8 46.8 53.5 ¢ 815 62.6 68.0
Agriculture, Forestry,
Fishing 586 54.1 486 50.2 494 36.4 382 45.0 444 51.2 715.
N Mining 9%.2 8.6 771 = 599 589 64.9 57.3 80.4 136.4 69.1 246.2
| 83 Construction 619 56.0 545 53.6 55.5 51.7 519 48.8 46.5 57.0 317
Manufacturing 473 431 M9 443 437 445 438 45.3 52.8 58.8 65.8
Transportation, Communication, .
Utilities .
514 59.7 489 45.5 492 50.5 51.3 51.7 95.8 106.5 63.7
Wholesale Trade 1320 1385 1351 1321 1343 141.6 1509 2446 1859 139.2 82.2
Retail Trade 446 451 4717 50.7 58.2 50.1 40.3 315 483 47.6 60.6
Finance, Insurance, Real €state 145.6 1370 1312 1235 1252 976 80.2 76.6 82.5 63.3 51.8
Services 344 368 342 286 27 19.7 20.8 20.1 20.1 239 13.3
Note: Data exclude subsidiaries and firm without sales.
Source: Small Business Data Base, tabulated by Brookings Institution from Dun and Bradstrest's Market Identifier file.
Q ) _
. . oy -
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CHAPTER II

TABLE A2.15—Annual Payroll Per Employee By Industry Divisions and Employment Size of Enterprise, 1977
{Dollars)
Industry Division
Code * * Title
: 1,000
All 1-99 100~ 999 or more
(1 @ Q) () (2)/(4)
All Industries 11,364 9,771 10,384 13,279 736
07-09 Agricultural Services, Forestry, Fisheries 8,640 8920 8,150 — —
10-14 Mining 15,949 14,641 16,535 16,494 88.8
15-17 Construction 14,864 l3,é04 16,927 18,408 75.0
20-39 ° Manufacturing 13,678 11,175 11,379 14,964 14.7
40-49 Transpartation, Communication, Utilities 15,075 10,795 13,957 16,820 64.2.
50~ 51 Wholesale Trade 12,733 12,697 12,875 12,703 100.0
52-59 Retail Trade 7,180 6,750 1,200 7,853 86.0
60~-69 . Finance, Insurance, Real Estate 11,332 10,144 11,158 12,386 81.9
70— 89 Services 9,113 9,193 8,221 9,958 92.3

'Farms {SIC 01), government (SIC 90~ 94), and private households (SIC 88) are not included.

Note: Payroll data include fringe benefits, where applicable.
Source: Department of Commerce, Bureau of the Cansus, County Business Pattarns, 1977, Enterprise Statistics, Table 2.
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CHAPTER I1

TabLe A2.16—Employment Growth of Wage and Salary Workers And Change in the Share o
Small Business By Industry Divisions, 1972-77 .

(Percent)
Growth in Covered Distribution Change in Small
Employment, of Covered Business Share,
Industry Division 1972-717 Employment, 1977 1972-77
Total, excl. government 13.4 100.0 0.5
Agriculture, Forestry, Fisheries 1249 0.8 - -183
Mining 313 1.3 —-6.6
Construction 1.9 54 25
Manufacturing 34 305 1.8
Transportation, Communication, Utilities
54 6.4 6.3
Wholesale and Retail Trade 16.7 28.1 -14
Finance, Insurance, Real Estate 16.0 6.7 . 05

Services 295 20.8 -57

' Small business is defined as establishments with 100 employses or less.

Source: Bruce D. Phillips, “The Small Business Employment Share and Business Failures for Major 2 Digit
SIC Industries,” presented at the Small Business Research Conference, Waltham, Mass., March 10— 13, 1981,
based upon Unemployment [nsurance data (unpublished), courtesy Bureau of Labor Statistics.

Note: Covered employment refers to workers as being covered by the Unemplayment Insurance (U.1.) system.

o 240
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CHAPTER 11

TaBLE A2.17—Distribution of Employment by State and Employment Size of Establishment: 1975, 1977 and 1979

(Percent)
1975 1977 1979
Employment Size of Establishment Employment Size of Establishment Employment Size of Establishment
500 or 500 or 500 or
State A 1-19 20-99 100-499 more 1-19 20-99 100499 more 1-19 20-99 - 100- 499 more
United States Total 23.90 25.05 2335 21.70 23.46 25.29 23.93 21.32 2400 26.74 2454 2412
Alabama 25.62 2499 2637 2301 24.65 2475 25.94 24.66 24.66 25.14 25.98 24.23
Alaska 34.69 33.06 2492 71.33 36.36 35.79 18.04 9.81 44.89 3864 16.47 0.00
Arizona 30.51 2992 2148 18.09 29.47 30.40 21.18 18.95 26.69 31.67 25.32 16.32
ﬁ Arkansas 35.56 3031 '27.56 6.57 - 3415 30.25 27.33 8.27 31.73 29.03 2721 12.03
— Caiifornia 23.60 2467 2292 28.80 23.32 25.29 24.17 27.21 22.79 25.20 24.46 27.54
Colorado ’ 31.62 33.60 23.33 11.45 3175 3345 24.80 10.00 30.73 3437 2398 10.92
Connecticut 22.21 23.15 20.76 33.89 22.07 2342 22.65 31.87 22.56 L2416 - 2399 29.29
Delaware 29.98 29.80 15.35 24.87 30.21 30.49 16.23 2470 3047 3127 17.03 21.23
District of Columbia 26.54 30.26 25.81 17.39 26.36 3230 . . :22«.51 1; »182;2:7? - 2547 3143 2470 18.40
Florida 29.97 30.03 22.53 17.48 29.57 :-~29.48 - 2239% 1857 29.06 30.34 24.30 16.30
Georgia 25.56 27.88 26.25 20.30 2459, - 2780 21.67 19.94 2457 29.35 28.47 17.61
Hawaii 28.76 33.76 25.03 12.45 30.03 34.53 24.80 10.64 30.01 32.67 25.11 12.21
ldaho 41.72 36.67 -16.30 531 40.44 36.21 17.52 5.83 4215 38.23 16.18 344
itinois 19.38 25.37 2498 30.27 18.43 25.25 25.55 30.76 17.32 25.09 26.11 k)WY
Indiana 2.1 26.20 21.86 29.16 22.22 26.70 23.01 28.06 2247 2731 2374 26.49
lowa 31.28 26.78 19.56 “22.38 31.04 27.10 20.14 217t 29.90 21.17 20.02 2291
Kansas 3313 29.81 20.96 16.10 31.65 29.46 21.81 17.09 30.24 29.07 21.33 19.36
Kentucky- 29.90 28.61 25,53 15.96 2851 28.64 26.16 16.68 27.48 2891 26.06 17.54
Louisiana 21.19 30.56 26.97 14.68 26.49 3061 27.33 15.57 24.87 30.92 21.62 16.59
e Maine 3424 30.22 25.35 10.18 31.00 29.50 26.73 12.76 32.05 32.92 24.82 10.21
- Maryland 2513 26.05 2450 2432 - 2497 26.56 25.86 22.62 25.07 27.07 2593 21.94
Q9 Massachusetts 22.68 2583 2507 26.43 2152 2622 2545 2680 2137 2574 2534 2754

ERIC 23y
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TaBLE A2.17—Distribution of Employment by State and Employment Size of Establishment: 1975, 1977 and 1979 (Continued)
(Percent)

1975 1977 . 1979
Employment Size of Establishment Employment Size of Establishment Employment Size of Establishment
500 or 500 or 500 or
State 1-19 20-99 100- 499 more 1-19 20—-99 100-499 more 1-19 20—99 100-499 more

Michigan 21.62 21.90 20.64 35.84 20.13 22.20 21.05 36.62 19.20 22.42 21.76 36.62
Minnesota 21.33 29.64 23.50 1954  27.24 30.12 2415 18.49 26.36 29.54 25.38 1871
Mississippi 32.33 29.08 28.10 10.49 30.06 21.52 28.15 14.28 29.29 2751 26.46 16.74
Missouri 24.84 26.30 25.44 2341 24.24 26.78 26.06 2291 23.80 26.73 25.85 2361
Montana 49.53 35.82 1273 1.92 47.49 35.83 14.47 222 48.37 36.86 12.19 2.59
Nebraska 35.91 32.62 2271 8.76 3496 32.80 22.61 9.62 34.54 33.24 21.19 11.03
Nevada 30.04 23.12 18.82 28.02 27.46 2330  ° 1952 29.712 21.18 24.88 17.27 30.67
New Hampshire 32.64 an 28.06 6.13 30.89 31.60 2832 9.18 29.86 33.62 26,59 9.9
New Jersey 2456 28.56 21.55 19.34 24.45 29.19 2799 18.37 23.72 29.23 21.39 19.66
New Mexico 4321 38.41 15.98 2.40 40.98 38.06 18.04 2.93 40.41 39.27 16.56 3.76
New York 24713 24,17 21.4 29.66 2463 2466 . 21.85 28.86 2399 25.17 22.55 28.29
North Carolina 23.69 24.84 29.87 2i.60 2311 2492 30.49 21.48 2.15 25.10 30.10 22.65
North Dakota 45.14 31.74 14.52 2,60 44,32 36.39 15.36 3.92 4418 3895 13.34 3.53
Ohio - 2098 24.46 22.80 3L 20.22 24.62 2359 3157 19.30 2492 23.70 32.08
Okiahoma . 31.25 29.90 2287 15.98 30.38 29.57 23.17 16.89 29.95 29.66 25.00 15,39
_Oregon 33.44 32.63 24.48 9.46 32.99 33.19 25.71 8.11 31.68 33.94 2495 9.43
Pennsylvania 20.63 2346 25.77 30.14 20.62 23.99 26.00 29.39 20.64 24.36 26.44 28.55
Rhode island 3219 33.82 22.68 11.70 29.27 3090 -23.28 16.55 29.60 3267 2470 13.03
South Camlina 25.69 24.40 26.17 23.73 24.74 23.30 26.57 25.38 2413 24.52 26.40 24.95
South Daketa 49.25 37.86 12.89 0.00 46.87 36.00 15.27 1.86 45.22 36.54 14.06 418
Tennessee 24.10 24.61 21.44 23.84 22.74 22.88 21.50 26.88 22.13 23.53 26.98 21.36
Texas 22.89 2342 22.12 3157 23.15 2437 2414 2834 21.95 2418 23.99 29.88
Utah 37.05 37.43 20.12 5.31 35.11 35.80 20.66 8.43 3433 3743 22.38 5.86
Vermont - 41.86 32.47 22.26 341 2.4 3299, 2188 - 272 419 36.30 16.97 2.54
Virginia 2457 2428 22.76 28.39 23.70 23.28 22.54 30.50 24.10 23.88 23.51 28.52
Washington. 31.08 29.92 20.22 18.78 3l.23 31.49 20.94- 16.33 29.66 3177 20.36 18.21
West Virginia 26.41 23.37 20.57 29.66 *  25.60 23.03 20.98 30.39 26.16 25.06 20.51 2827
Wisconsin - 24.86 26.92 23.22 25.00 24.87 21.58 24,53 23.02 2322 26.94 24.78 25.06
Wyoming 47.69 37.00 15.31 0.00 46.81 37.54 13.95 1.70 4459 9.7 12.49 316

4

- ]: K © Source: SBA Smalf Business Data based upon unpublished data from the Unemployment Insurance (U.1) System, courtesy of the Bureau of Labor Sta(iJstics. 2 - }
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CHAPTER 11

TaBLE A2.18—National Income and Persons Engaged in Production by Industry Divisions, 1929-1965
Industry Division
Government
Finance,
v Transportation, insurance, ; State Res*
Year or Total Agricutture Mining Construc-  Manufac-  Communications, Real and of .
Period =~ - tion turing Utilities Trade Estate Services federal  Local World :
National Income
Millions
of Current
Dollars : Percentage Distribution
192937 58,763 93 21 il 2.8 11.2 16.1 129 | 114 37 6.6 0.8
1937~ 44 108,684 84 20 35 30.6 9.2 15.8 86 8.4 89 43 0.3
194448 191,442 9.2 19 35 29.4 33 175 18 85 10.1 36 0.3
N 1948~ 53 258,476 12 2.0 5.0 e 85 16.7 9.0 88 6.2 45 05
& 1953-57 330,092 48 18 52 321 85 15.7 10.3 9.4 6.4 53 0.5
1957-60 386,032 43 15 5.1 305 84 15.7 109 10.4 6.2 6.2 0.6
1960-65 474,201 39 12 5.0 299 83 153 119 11.2 6.2 12 0.7
1965 559,020 38 1.2 5.1 305 82 15.0 10.9 113 6.0 1.5 0.8
Persons Engaged in Production
Thousands
of Persons ) Percantage Distribution
1929-37 42,214 123 20 41 205 1.5 169 35 139 37 64 -
193744 53,002 15.1 18 4.0 244 63 16.3 30 12.4 114 54 -
1944 - 48, 59,952 11.8 15 40 25.9 6.8 16.7 29 (NA) 135 9 -
1948-53 61,110 106 1.6 5.6 26.7 69 18.1 34 131 1.7 62 -
195357 64,435 88 13 5.6 210 65 180 38 13.5 84 69 -~
1957 - 60 64,798 16 12 55 26.1 6.3 186 41 15.0 1.6 80 -
1960~ 65 ’ 67,620 6.6 1.0 5.5 25.6 5.7 184 43 16.1 1.6 9.1 -
1965 71,248 5.7 09 56 25.9 5.6 184 43 16.5 74 96 -
O

E l C NA—Not Available.
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TasLe A2.19—/ndex of Business Bankruptcy Filings

CHAPTER 11

[October 1979 = 100)

1980

Number (Oct. 1979=100)

January 2814 12699
February 2,946 132.94
March 3,284 148.19
April 3,756 169.49
May 3,815 172.15
June 3,874 175.48
July 3,902 176.08
August . 3,863 174.32
September 3,888 175.45
October 4,017 183.98
November- ‘ 3,202 144.49
December 3,953 178.38

1981 Number {Oct. 1979=100)
January 3,396 153.25
February 4,037 . 18218
March 4,542 205.00
April 4,36, 196.80
May 370 170.13
lune 3,950 178.25
July 3,733 168.46
- August 3,568 161.01
September 3,857 174.05

Note: Index based on filings in October 1979 the first month of the implementation of the Bankruptcy Re-

form Act of 1978,

Total 1980 filings were 43,374. Annualized total based on nine months of 1981 is 46,835.
Source: Data based on unpublished tabulations of the Administrative Office of the U.S. Courts.
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APPENDIX B—THE SMALL BUSINESS DATA BASE
- -AND OTHER SOURCES OF BUSINESS INFORMATION:
RECENT PROGRESS

INTRODUCTION

Public Law 96-302 mandates that the Small Business Ad-
ministration (SBA) Office of Advocacy prepare a small business
economic data base to be used for current and historical descrip-
tion and policy analysis. The law requires that the data base be de-
veloped without burdening small businesses with additional data
collection. The data requirements called for in the law are divided
into two parts: the indicative’ data base for creating mailing lists,
and the external data base for descriptive statistics and policy anal-
ysis. This appendix summarizes the progress made on the external
data base during the past 12 months.

The SBA has outlined an ideal model that could provide com- (.

plete response to Congressional requests by drawing data from the
existing Federal statistical agencies. However, efforts to obtain
such data from the Federal Statistical agencies reveal three primary
problems: (1) confidentiality statutes prohibit other agencies from
providing SBA with access to individual business data (microdata);
(2) individual business data are not comparable among agencies,
and therefore interagency combining of data is complex and ex-
pensive; and (3) statistical agencies lack the incentives to cooperate

with SBA. )

Moreover, in order to merge various data sets, modifications in
data collection and reporting procedures are necessary. Although
SBA has a Congressional mandate to obtain their data, statistical
agencies have statutes, data comparability problems, and priorities
that prevent them from cooperating. Of course, their published ag-
gregated data 1s available, but aggregated data cannot be used to
identify cause and effect relationships, a vital step in policy analysis
of small business:

The development of an external data base requires the following
actions: building data files on individual companies _and estab-
lishments, influencing Federal statistical agencies to improve the
usefulness of tabulated descriptive data, improving the com-




ERI!
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parability of inicrodata among agencies, and eventually providing

access to microdaca. Microdata is purchased commercially from the
Dun and Bradstreet Corporation as is the data for the indicative
data base. Ultimately a representative sample of the financial and
employment data of 200,000 to 300,000 firms will be produced for
use in descriptive statistics and pohcy analysis. The tasks of clean-
ing the raw data, in: r)unng missing data, developing a sample
framework, ereating the sample and making the data ready for
computer processing are planned and beginning to be imple-
mented. The computerized saniple will be rcady sometime ip fiscal
year 1982. Continuing work will be required to update the szlmple
annually and create a dynamic longiindinal file. This data base is

the source of most of the statistical information and policy analysis

research prescribed by P.L. 96-302.

SBA attempts to mmprove the usefulness of tabulated data have
produced government-wide data tabulation standards. The work to
improve comparability of data among agencies has resulted in de-
velopment of a computerized system to compare and match infer:
mation based on the data elements common to most data sources:
business name and address. Current efforts to improve data collec-
tion also include an interagency agreement between IRS and SBA
to match employment data from tax sources with the IRS Statistics
of Income files. Another issue receiving attention is the problem of

confidentiality as it relates to statistics on incividual businesses. Ad- ~

ditionally, a project designed to build a sample file of manu-
facturing firms drawn from Census of Manufactures data is lend-
ing support to efforts which would provide access to microdata on
individual businesses.

Section I of the appendix descrlbes progress with the three Dun
and Bradstreet files. Section II describes the other universe type
(aggregate) data sources which are used to respond to the ques-
tions and needs of the Congress and other users of the data on an
interim basis. Section 111 extends the analysis outlined in the intro-
duction by attempting to more thoroughly integrate the different
data sources through the use of some comparative tables. In partic-
ular, the Dun and Bradstreet files are contrasted with all of the
other establishment and enterprise data issued by Government
agencies. Included ‘are definitions of the number of small busi-
nesses in the United States based on various sources. Section 1V
contains a summary and an addendum which describes additional
data development projects completed and underway.

21, 248
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SECTION I MICRODATA FILES—THE BASIC DATA BASE

As indicated in the Introduction, data on individual companies
(microdata) is not available to the SBA from government sources
for responding to requests of Congress as required in P.L. 96-302.
Therefore, in order to analyze economic changes for individual
firms, SBA has purchased the proprietary, files of the Dun and
Bradsheet Corporation. Three major Dun and Bradsteet files form
the core of the SBA microdata base: The Dun and Bradsheet Mar-

ket Identifier File (DMI), the Dun and Bradstreet Trend File, and the

Dun and Bradstreet Financial Statistics File (FINISTAT).!

Dun’s File Development—The Dun and Bradstreet Market Identifier File
(DMI)

Dun'’s original DMI file presented two important problems. First,
the firms in the file are neither a census of all firms in the U.S. nor
a random sample. Thus it was necessary to validate or ‘bench-
mark” the files against appropriate sources to be sure that the in-
formation drawn from the files accurately ‘describes small business
in total. Second, the files are not assembled by statistically rigorous
data collection procedures, but instead by voluntary cooperation of
respondents. Many firms provided incomplete data, and errors
arose from a variety of sources. This made the files “dirty”. For ex-
ample, some ipdividual firm records contained missing or obvious-
ly incorrect data on one or mgre items: These records were located
and their data “cleaned” or'imputed before validating the aggre-
gate data on the file. 4

The original -1978 DMI file contained information on approxi-
mately 4.3 million establishments and 3.7 million enterprises.? Be-
cause of the two year. lag in collecting information, a 1978 file
means that it was actually purchased in 1980. The 1982 file (1980)
information) has been received by the SBA and negotiations are in
progress to procure a-third file with 1976 data. These data would
provide a minimum of three data.points for trend analysis for each

N

"The progress to date on these files is thoroughly documented in “USEEM—
The U.S. Establishment and Enterprise Micrlddata Base—Version 1,” (Brookings
Institution, Washington, D.C.) August, 1981.

*The SBA also has tabulations from the 1969-1976 DM1 files, These tabula-
tions were provided by MIT. They are aggregate summaries and based on a fil-

25 percent smaller than the oné now generated: '
! T
\4\ .
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record in the file. The following information was retained or
created:® .

I. Dun’s number—a number assigned by D&B that is used to
match it to data in other Dun and Bradstreet files.
. Geographic location—county, state.
. Business age.
. Annual sales volume.
5. Number of employees—both establishment and enterprise
employment.
. Primary Standard Industrial Classification (SIC) and second-
ary SIC (if any).
. Firm industry division.
. Dun’s number of parent and ultimate parent.
. Complex organization code—single location, top of enter-
prise, subsidiary or branch.

Table B.1 gives some indication of how the establishment-based
DMI compares with other universe-type establishment based data
sources. It is most directly comparable to the County Business Pat-
terns (CBP) series of the Census Bureau and the Unemployment
Insurance (UI) files of the Department of Labor. However, the
DMI is not a file by type of legal organization like the Statistics Of
Income of the Internal Revenue Service, and its coverage is less in
medical, legal and personal services than CBP or UL.* The DMI
has the widest identification of businesses in the small size category
(under 100 employees).

?Additional data is available for each record throuzh the Indicative Data Base
which is maintained for SBA by Social and Scientific Systems, Inc. This ancillary
file contains information on business name, chief executive, address, phone num-
ber, location of parent and headquarters, and manufacturing code. This file is
being expanded at Congressional request from 4.7 million to 7.0 million
establishments. (The additional names come from yellow and white page type
listings). Access 1o the file will be limited to the selecting of statistical samples for
Congressionally sponsored research programs.

“ These comparisons are discussed in much greater detail in Bruce D. Phillips,
““A Comparison of Three Establishment Based Data Sources: The Dun &
Bradstreet Market Identifier File (DMI), the Unemployment Insurance (UI) File,
and County Business Patterns (CBP), (Small Business Administration, Economic
Research Division, March, 1981), see also Candee Harris, “A Comparison of Em-
ployment Data For Several Business Data Sources: County Business Patterns,
Unemployment Insurance and Brooking's U.S. Establishment and Enterprise
Microdata File, Working Paper No. 5, Small Business Microdata Project, The
Brookings‘ﬁhs[ilulion. October 1981,

O
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TaBLE B.1—Comparison of Total Number of Establishments and Taxpaying Units by I Digit SIC Categories

Statistics of Income (in 0005

(1977)
County Business Patterns USEEM (DMD) R.L. Polk & Co.
Sic (1977) (1978) (1978) (Proprietors) (Partnerships) (Corporations) (Total)
Agriculture,
Forestry,
Fisheries 44,997 107.961 67,489 3,177,180 121,042 65.594 3,363,816
(01-09) N
Mining 21,755 40,044 . 16.223 11,151 21.966 19.216 112,333
(10-14)
Construction 439,381 577,360 432,969 994,072 69.217 214,745 1,278,034
(15-17)
Manufacturing 327,850 538,198 336,201 224,128 27,996 231,149 483,273
(20~ 39)
Transportation,
Communication, _ '
g Public Utilities 166,465 189,283 164,181 385,322 16.837 85.215 487,374
— {40 49)
Wholesale Trade 375077 $05.757 463.372 307,245 29,3719 231.597 574,221
Retail Trade 1,263,377 1,392,095 1,733.127 1,862.406 163.832 432,815 2,459,053
{50~ 59), Total 1,638,454 1,897,852 2,201,499 2,169,651 193.211 670,412 3,033,214
Finance, Insurance
Real Estate g 413,128 392,317 472,511 894.941 476,390 432,919 1.804.250
(60~-69)
\
Services 1,233,652 955.493 2.757,026 3,302,537 226,638 516,387 4,045,562
(70-89)
Government — — 20,803 —_ — — —_
(90-99)
Not Ajlocable —_ — —_ 126,634 101 6.250 132,985
Total 4,292,132 4,698,569 6.468.902 11,345,616 1,153,398 2.241.887 14,740.901
Sources: US. Dept. of Commerce, Bureau of the Census, Counly Business Pattsms. US Summaly Table 1B, issued, 10/79 Brookings US. Establishment and E prise Microdata, blished data, 1978, AL
o . Polk & Co. “Polk Catalog of Mailing and Prmspect Lists.” Intemal Revenue Service, 1977 Soke Proprietorship Rstums. (GPO, 1981); 1977 Partnership Returns (GPO, 1981) preliminary unpublished dsta was pro-
E l C vided by the Statistical Division of the Intsmal Revenue Service for corporations in 1977. . .
Note: Detall may not add to total due to nonclassifiable industries, )
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The Brookings Institution found many problems with the initial
DMI for 1978. There was an inconsistency for example, when the
establishment employment was summed to the enterprise level.
The two figures were substantially different.> Much of the work of
the Brookings Institution during the past year has centered on the
reconciliation of employment figures in establishments and enter-
prises. See Table B.2 for an example of this reconciliation. This
work has produced a major data source at the four digit SIC level
which, for the first time, reconciles enterprises and their compo-
nent establishments by sub-national area.

Enterprises and Their Component Establishments.

About 35 percent of the enterprises in the DMI are corporations,
but the legal form of organization reconciliation will be better un-
derstood. after emplovment from the employer quarterly with-
holding form (IRS Form 941) is transferred into the Corporation
File of the IRS. A recently signed interagency agreement with the
IRS, using a sample of corporate returns, is now underway. How-
ever, this is not a simple project because a company may report to
the IRS in several major ways: as a consolidated corporation, by
separate establishment, or as a mixture of the two. A report on the
matching is anticipated within the near future, and its applicability
to the entire corporate portion of the Business Master File (BMF)
of the IRS will then be judged.

Dun’s Trend File

As a subset of the DMI, the Trend File consists of a set of varia-
bles for approximately 600,000 enterprises (companies). About
half of the records have data from the 1978 file, while the re-
maining halt have records from the 1980 file. Essentially, the file
contains sales and employment information for each company in a
base period five vears previous to the current observation. The
component variables in the trend file for each company follow:

Industry Division Code
Pointer to DMI File

* Disaggregating the enterprise emplovment ot the top of cach business family
revealed the existence of many branch establishments whicii were not yet listed in
the DML Records for these establishments were subsequently added to
Brookings U.S. Establishment and Enterprise Microdata File.

. ERI!
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TABLE B.2 Number of Establishments and Number of Enterprises by Enterprise Employment Size Class* (1978)

5000- Size not
4 5-9 10-19 20-49 50-99  100-249 250499 500999  1000- 499 9999 10000 + Total' Classified

{1) AgricuRture, Forestry. Fishing

Estab 66,452 21,056 9,651 5.240 1721 1.299 716 439 778 301 294 107.961 5

Enterp 64,210 19,505 8.230 3943 998 478 133 42 30 4 1 98,578 4
{2) Mining .

Estab. 12,391 5.857 5.033 4.263 2,032 1.922 979 791 2,662 512 3.595 40.044 7

Enterp 12,011 5103 3.929 2,688 82 438 134 72 66 H 19 25,396 7
{3) Construction

Estab 369.285 94,386 51,000 30.716 10.322 7.443 3.605 2,505 3.952 1.409 2,659 577.360 68

Enterp. 365.764 90,055 47.115 26,353 7.048 3.160 122 280 150 19 15 540,749 68
(4) Manutacturing

Estab 121,603 76.612 61.370 60.085 31313 29,590 17.493 15.010 33.041 13.767 78217 538,198 37

Enterp. 119.266 72.033 55.032 48947 20,535 12,797 4.281 2014 1.630 252 389 337,223 37
(5) Transportation, Commun , Util

Estab 64.420 31.550 22,351 17.401 8199 7.563 4,350 4,552 11.327 4710 12.822 189,283 38

Enterp. 63.126 28.721 18,550 11.732 3.690 1.927 553 314 314 54 61 129.08! 39
(6) Wholesale Trade

Estab 194,527 101.859 64,748 48,554 20,134 16.508 7.658 5,099 7.068 2,140 2,535 470,873 43

Enterp 189,891 92.070 51,459 28.815 7.288 3.087 708 257 156 11 9 373,834 43
(7) Retail Trade

Estab 697.985 290,360 153,207 106.495 41,738 33,976 18,196 14.726 28.862 11.756 29,565 1,426,979 113

Enterp. 685,487 261.351 120,680 70.165 17.849 6.416 1319 606 440 %0 84 1,164,650 113
(8) Fnance. Ins, Real st

Estab 160.306 52.859 3468, 30.695 18.451 20,741 13.736 12.044 25,753 10,052 13.023 392,377 35

Enterp 156,490 47337 28,448 17.941 §.216 3519 1.128 566 524 83 45 262,332 35
(9) Services

Estab 486,640 168,128 93.393 65.812 32.518 31,208 18,272 13.400 24,863 9,728 11.452 956,493 9

Enterp 479.411 155.310 78.511 48537 19.601 13,650 4,855 2.682 2,080 207 110 805.033 79
Al Industry Totals i

Estab 2.173.619 842.677 495.435 369.261 166,428 150,250 85,004 68.566 138,306 54,375 154.222 4,698.568 425

Enterp 2.136.656 771,486 411994 259.121 84,097 45.522 13.903 6.833 5,390 m 733 3.736.877 425

Prepared by the Brookings Institution using the Small Business Data Base

' Totals include enterpnises and estabhshments not classifiable by size class
*Data are classified comparable to those found in the Enterprise Staistics publication of the Bureau of the Census That is.
This means. for example. that although a multi-establishment corporation may manufacture many products (G.M. makes ref

25

s), all of GM s

ts will be ¢

both estabhishments and enterpnse are classified according to the major industry division of thewr payroll
under SIC 37-transportation equipment




and®
1973 Base Year Sales
1973 Base Year Employment
1978 Trend Year Sales
1978 Trend Year Employment
or
1975 Base Year Sales
1975 Base Year Employment
1980 Trend Year Sales
1980 Trend Year Employment -

Of particular interest in the above list is the second item,
“Pointer to DMI File”. This is one of a set of pointers which link a
business’ record in one D&B file to its data in another file. Essen-
tially this means that when a company record from the DMI
establishment file is read, it will indicate whether a trend observa-
tion is also available. U.S. Employment and Enterprise Microdata,
referred to earlier, contains a list of the tests and cross tabulations
which have been run using this file.

The Dun and Bradstreet Financial Statistics File—FIN/STAT

The Dun and Bradstreet FIN/STAT File began in 1975 with the
collection of 155,000 financial statements of corporations and now
contains approximately half a million statements per year (after re-
moval of duplicates). The basic data items in the statements are de-
tailed in the footnote below.” Most of the major categories of cur-
rent and non-current assets and current liabilities are included.
These statements are the only source of simultaneous information
on three major classification variables: assets, sales, and employ-
ment. Data can be tabulated by any or all of the three variables de-
pending upon the application. Data are also included on tangible
net worth and profits after taxes for the companies.

*The 1978 and 1980 Trend Files actually contain observations from 1977,
1978, 1979. 1980, and 1981 depending on the processing cycle used to enter the
data and the fiscal year closing date for each firm. Base year data may cover all
or part of 1972, 1973, 1974, 1975, and 1976.

"Current assets include the following: cash, accounts receivable, inventory,
notes receivable and other assets. Non-current assets include fixtures, other
fixed assets, real estate, value of life insurance, and other non-current assets.
Current liabilities include accounts payable, bank loans, notes payable, and other
current liabilities. Non-current liabilities include mortgages, amortized liabilities,
non-amortized liabilities, and deferred credit items.
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Two distinct efforts are underway to develop the FIN/STAT
files. First, under Brookings Institution’s Small Business Microdata
Project, the FIN/STAT for 1978 has been checked for errors and
edited for data consistency in the categories of total assets and lia-
bilities. This edited version of the FIN/STAT, which contains a
smaller number of financial variables than the original file, has
been linked to the comparable records in the DMI File in con-
structing the U.S. Establishment and Enterprise Microdata File
(USEEM).* The second research effort on the FIN/STAT focuses
on the historical files from 1975 to 1980 and is described below.

Developmental work with the histe ' FIN/STAT to date has
involved checking the availability of siaicments (See Table B.3),
and testing the validity and consistency of the information in the
stateménts. Test results have been promising. For example, for the
sample of 507,000 financial statements for 1978, 73.7 percent of
them were for companies of 0-19 employees, and another 20 per-
cent were for companies of 20-99 employees. Therefore, to the ex-
tent that the company representation in the FIN/STAT approxi-
mates the universe of all businesses. SBA appears to have a
sufficientdy large data base from which to draw policy relevant
samples ¥ :

The results of checking the consistency of the total assets and lja-
bilities categories in the historical files have been encouraging. In
general, the detailed components of assets and liabilities sum to
their respective totals 70-85 percent of the time; the percentages
of correct statements decline by about 10-15 percent as size rises
from 1-19 employees to more than 10,000 employees. In addition,
total assets and total liabilities balance about 95 percent of the time.
The main point here is that the FIN/STAT file has the potential to
be very useful for simulating proposed changes in small business
tax policies.

Little effort has been expended on observing the extent to which
longitudinal information is available since basic work s still being
done to check the files for errors. Of the approximately 500,000
nonduplicated statements in the file each vear, there appear to be
between 33 percent and 45 percent with at least two or more years
of information. Contracts have been awarded to study in four digit
SIC detail the availability and quality of longitudinal information
and to determine what kind of imputations need to be made with

"Sce "USEEM ... Version 1, previously cited.,
"Approximately 52 percent of the companies in the FIN/STAT Files are
corporations.
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TaBLE B.3 1978 Financial Statements By Size Class By Major Industry
in the FIN/STAT Historical File

ERIC

Aruitoxt provided by Eic:

Size Class _
Division 0-19 20-99 100-499 500~ 9999 10,000+ Unknown Totals  Percentage
Agriculture 5,837 1,070 202 43 1 16 7169 (1.4)
Mining 2,402 972 306 140 34 10 3864 (0.8)
Construction 50,975 12,188 1972 268 18 59 65480 (12.9)
Manufacturing 33,081 21,531 7,826 2,723 383 91 65635 (12.9)
ro Transportation 13,765 6,672 1,652 729 94 57 22969 (4.5)
o Wholesale Trade 59,042 14,585 1,963 . 355 13 109 76066 (15.0)
=g Retail Trade 144,402 22,065 2,954 790 91 150 170452 (33.6)
Finance 16,878 6,710 2,761 1,115 69 59 27592 (5.4 .
Services 47,556 11,555 4987 - 2,204 67 127 66496 (13.1)
Public Administration s 254 352 483 368 31 4 1492 (0.3)
Non-Classified 15 13 6 17 4 20 75 (0.1}
Totals 374,207 97,713 25111 8,752 805 702 507,290
(Percentages) . (73.7) (19.3) (5.0 (1.7 (0.2) (0.1) (100.0)
Source: Small Business Data Base.
{ 220 .
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the file. For example, separate items or entire financial statements
for missing years can be imputed, assuming the data shows much
stability. , .

To produce a financial simulation system, the tax payments and
depreciation of each company will have to be added to the
FIN/STAT records. Although the Tax Reform Act of 1976 forbids
passing this missing data directly from IRS to SBA, a third party
type arrangement is being studied as an alternative. Additionally,
the Dun and Bradstreet Cerporation is studying the feasibility of
obtaining this information fro n the source documentation of its
field investigators.

Matching and Sampling the Dun and Bradstreet Fiice

Based upon the work of the Brookings Institution (refer to

“USEEM Version ) all of the establishments in the original
unedited 1978 DMI file have been reconciled into their gnterprise
tamilies.'® This is a major achievement given the complexity of
branch and subsidiary relationships. Each of the three major Dun’s
files, the DMI, the Trend File, and the FIN/STAT file, now have
pointers to each other indicating the availability of information for
comparing records (See Table B.4). Furthermore, the original data
have been corrected and augmented to provide complete reporting
of establishment and firm employment and complete sales data for
all enterprises and subsidiaries.
" Within the next year, SBA expects to have a totally integrated
and weighted sample of 200,000-300,000 enterprises. Data will in-
clude financial, employment and sales figures for as many years as
possible. It will be necessary to turn to other aggregate data
sources In the interim to validate the work with the Dun’s files, and
to provide a source for reweighting the files in those areas which
underrepresent small business.

Development of Establishment and Enterprise Longitudinal Files

The edited and augmented DMI files for 1978 and 1980 arc be-
ing linked together by the Brookings Institution to form a longitu-

'®The interagency agreements with IRS referenced above include study of how
comparable the taxpaying unit is with the enterprise concept in IRS Form 941.
See, in particular, Catherine Armington and Marjorie Odle, “Associating
Establisments and Enterprise For a Microdata File of the U.S. Business Popula-
tion.” Working paper No. 4 (Brookings Institution) Revised July, 1981. Pub-
lished in Statistics of Income and Related Administrative Record Research, (U.S. De-
partment of the Treasury, GPO, October 1981).

257

Aruitoxt provided by Eic:




ERI!

TasLE B.4 Small Business Data Base
Industry Division Files

Number of Records in Component Files

Matched Matched

Industry Division Establishments Financial Statement Trend Dates
1 Agriculture 107,961 13,731 9,297
2 Mining 40,044 5,981 4,823
3 Construction 577,360 109,932 93,092
4 Manufacturing 538,198 102,307 134,551
STCPU* 189,283 35,974 30,669
6 Wholesale Trade 505,757 117,875 139,573
7 Retail Trade 1,392,095 285,295 390,567
8 FIRE* 392,377 ; 46,196 : 10,027
9 Services 955,493 119,073 91,288
TOTALS 4,698,569 836,364 688,715

*TCPU = Transportation, Communications and Public Utilities

FIRE = Finance, Insurance and Real Estate

Source: Unpublished data, ‘USEEM—United States Establishment and Enterprise
Microdata—Version | (Brookings Institution, Washington, D.C., December, 1981).

dinal file of establishments. It is anticipated that within six months
the integration of the 1976 DMI file will provide the capability of
tracing establishment microdata on employment and other
characteristics for the period 1976-1980.

Simultaneously, an SBA contractor is designing alternative sys-
tems for structuring a longitudinal enterprise file. Devising a system
which will facilitate the study of changes in corporate s..ucture, ac-
quisitions, divestitures, mergers, etc. presents complex problems.
This grant provides for the construction of a prototype longitudi-
nal enterprise file for the manufacturing industry.

SECTION 11 OTHER AGGREGATE DATA SOURCES USEFUL
FOR SMALL BUSINESS ANALYSIS

This section consists of two major tables. The first is a fairly com-
plex table which compares the definitions and coverage of the Dun
and Bradstreet microdata files with other aggregate sources of
small business statistics. The second attempts to define “the” num-
ber of small businesses in the United States from several of the
data sources listed in Table B.5.

In table B.5, applicable small business micro and macro data
sources are contrasted. The integration of these sources by firm is
made more difficult by legislated access provisions which prohibit
sharing microdata among government agencies. This situation will

O ‘ ~ 258
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Tym:
| MICRO

. Establishments
(4.7 million)

o

. Enterprises
(3.7 million)

¢ Enterprise
(2 million)

11 MACRO

4. Establishments
(4.4 million)
asof 1977

Reporting Units

o

o

- Establishments
(3.7 milhon)

d. Enterprises
(5.6 milion as of
1971

Enterprises (Al
Companiss with More
Than 100 Employess;
168.000 in 1979)

TABLE B.5 Micro gnd Macro Data Sources In The Small Business Data Base By Size Class

Source:

Oun & Bradstreet Market
ldentifier File (DMI) with
branches imputed for
consistency

Same

Oun & Bradstreet Finan-
cral Statement File

County Busmess Pat-
tems (Ceisus) (CBP)

Unemployment Insurance
£8202 (U1) data

Dun & Bradstreet (DMY)

US. Dept. of Commerce,
Bureau of the Census,
Enterprise Statistes

Equal Employment 0p-

Variables:

Empioyment & Sales,
Age. Branch & Subsidi-
ary Relations, Siae of
Firm

Sales, Employment

Employment, Sales, As-
sats, Balance Sheet
Hams

Employment. Payrolls

Employment. Payrolls
Em ployrneni. Sales

Employment. Payroll,
Sales, Valve Added
(Mfg), New Capital Ex-
penditures (Mfg), Inven-
tory (excl. Retail Trade,
Services)

Employment by Major |
pation by

portunity Ci
EEQ-1 fike (1979)

Oigit O

Compzny Size (Single
and Multiple-unit
Companies are shown
Separately)

Geography:

US, States

Counties

US. States.
Counties

U, States,
Counties

U.S.. States,
Counties

US., States
U.S.. States,

Counties

U.S. Onty

U.S. Onty

Industry:

Excludes Self-Em pioyed,
Gov't 4 Digit SIC Avail-
able, also Secondary SIC
& industry of Firm

Same; 4 Digit SIC Avail-
able

Same; 4 Digit SIC
Availeble
Excludes Banks

Same; 3 Digit
SIC Avaiiabie
Excludes Rmiroads

Excludes Farmers, Rail-
road Workers, Some
Gowt. Basicatly Mon-ag
Non-govt,

Excludes many large Es-
tablishments, Many
Branches, and Much of
Services Sector

Excludes Agric;
Transportation
Communication Wilities;
Finance Insurance, and
Real Estats; Part of
Services

Excludes Farms, Gow,
Self-employed,- all
Companies Under 100
Employees Unless They
Have a Federal Contract
Worth $50K or More. 2
digit Industry Detall Only

Years:

1978/79; 1979/80

in Preparation 5
Year Trend on 1/5
of Records

Same

Up to Five Years
1976~ 1981 But

Many Are Not Con-

secutie

1954-Present

19691979

1969~ 1976

1958~ 1977

1974- 1980

Legal Form of
Organization:

Corporations, Partner-
ships, and Sale Proprie-
torship

Same

Same

Incarporated and
Unincorporated sstab-
lishmant with employees

Same as Above

Same as l.a.

Corparations, Proprietor-
ships, Partnarships.,
{Mining Mfg, Construc-
tion, Wholesale, Ratail
Trade, Selected Services
Only)

Corporations

Comparable With
Other Aggragate
Source:

For Emp. (only) County

Business Pattems (Cen-
sus}; Unemployment In-
surance (U.L) Date (Bu-

reau of Labar Statistics).

IRS Statistics of Income
(SO1); Enterprise Data
From Census

Employment With Entar-
peiss Statistics; Sales,

Assels, with SO for Cor-
- porations, Patnership

and Sole Proprietorship.

Oun & Bradstrest (DMI),
Ut Data

DMt cBp
Same as l.a.

DMI Enterprise File for
Covered industries; (RS
Statistics of income for
Coversd Industries Only

Comment:

Major identification is
Oun's Number (3 Digits)

Same

Balance Shest lnformation
for about 500,000
companies per year-about
22% sample of the Cover-
age of b Above

Kentification is EN (Em-
ployer identification Num-
ber)

Reporting Units can be
£roups of esteblishments or
ENs within the same coun-
ty

This data file was aggre-
gated by Prof. David
Birch-—MIT, it is “The Job
Genaration Process” file,

Includes (Partially} inc.
Propristorships and Pagt-
nership as well as Corpora-
tions

Only Source of Demographic
0ata on Small Business
Available to SBA. No Alpha-
betic identification of Indj-
vidual Companies is Avall-
able,
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TaBLE B.5 (Continued) ~—Micro and Macro Data Sources In The Small Business Data Base By Size Class/

. Statistics of Income-

Praprietorships (11.3
million as of 1977)

Partnerships
(1.2 million as of
1977)

Corporations
(2.2 million as ot
1977

. Corporations-

(Sample of Corporate
Tax Returns—about
250.000)

GNP Share of Small
Business

Intemal Revenue Service

Intemal Revenue Service

Intamal Revenue Service

Intemal Rovenue Serv-
ice, Source Bock for Cor-
porations {IRSCSB)

Joel Popkin and Company

. Enterprises or Social Security Aga, race, Sex, Industry.
Establishments (1.0 Administration, Continu-  Quarterly Wages, Sim
mil. or 1% sample of ous Work History Sample  Approximation
Social Security Num-  (CWHS)
bers)

. Salf-employed Social Security Wages, Industry, Sex,
(1% Sample) Administration (CWHS)  Race, Age, Composition

of Self-Employed
Sales (Recaipts), Com-

plete Profit and Loss
Kems

Sales {Recaipts), Com-
pieta Balance Sheet
ltems Every Other Year.

Sales (Receipts Assets)
Balance Sheet tams.

Complete Balance Sheet
Information

Based on Payroll and
Sales Data from Enter-

prise Statistcs and Sta-

tistics of Income.

US,, States
Counties

US, States,
Counties

US., States

US. Statss

US. only

US. Oaly

US. and Selected
States

Excludes Govt., Salf-
ampioyed

1960~ 1975

Exciudes Gowt., Railroads 1960~ 1975

Excludes Gowt.

Excludes Gowt.

Same

Excludes Self-Employed,
Govemment

Excludes Agriculture

oo

1948-1977
(Latest)

19431977

19481977

1968~ 1977

1963~ 1976

Proprietors, and partners

Proprietorships—(Self-
employed) with or with-
out employees

Partnerships

Corporations
-.L‘»

Corporations J

Closest to Corporations

/

generally comparab|
with IRS statistics
come fos Corporatigns

Employment totals y/

In-

Comipatible with Entar-
prise Statistics for Cor-
porations.

i

Dun and Bradstreet Fi-
nancial Statistics File
(FINSTAT)

Bureau of Economic
Analysis Nationa! Income
Accounting Definitions

Size is defined from ran-
domly reading IRS Form
941 and counting the num-
ber of employees.

Based on IRS form }040SE
(self-amployment contriby-
tions)

Schedule 1040C Tax Re-
tums and Others including
Self-amployment income re-
ported on the 1040

IRS Form 1065 or IRS Form
1040

Corporation can fil2 taxes
either as an entire Co.
(consolidated) on as
seperate entities
(Establishments)

Many asset items are com-
parable to FINSTAT. How-
evr, the mporting units are
not necessarily comparable.
FINSTAT stresses additional
balance shoet items, par-
ticularly for liabilities
IRSSCB stresses the ax-
penses inwlved in produc-
tion. Other major ditference:
FINSTAT has no daprecia-
tion and tax information.

Major Components are em-
ployment compensation, net
interest, profits, capital
consumption aliowances,
and indirect business twes.
Estimates for Co. with 500
empioyees or lgss.




be clarified somewhat when interagency projects underway report
how differences in reporting units affect data quality.

Comparisons With Employment as the Matchi ng Variable

Table B.5 shows those sources which are most directly compara-
ble with the three Dun and Bradstreet files. However, these com-
parisons must be inade separately for employment, sales and assets,
because conventional Government data sources (IRS, Census, BLS,
etc.) do not tabulate data fer all three of the classifi- ation variables.
For example, RS statistics are tabulated by sales - - assets, but not
employment; Census data are tabulated by ey syment or sales,
but not assets. This makes tabulations and cross tabulations on all
three major variables impossible from~one comprehensive Govern-
Im. - source.

F.: cmployment, the Dun and Bradstreet Market Identifier
(DM file, on an establishment basis, inay be compared with either
County Business Patterns (CBP) of the Census Bureau or the
Unemployment Insurance (UI) Files of the Bureau of Labor Statis-
tics. However, as shown in the table, only the DMI contains data on
variables such as age of the business, secondary SIC codes, trend
information, and, at the state and county level, four digit industry
detail. In contrast, the DMI does not contain information on
payrolls; it is also less useful (in raw form) as a source for informa-
tion on service firms.

The DMI, while of greater breadth than the other establishment
based sources, is currently of limited use for time-series analysis.
As mentioned above, SBA expects to construct a longitudinal estab-
lishment file for the years 1976 to 1980. In the interim, the CBP is
a uscful source for analysis of the historical distribution of employ-
ment by size class of establishment.!" For establishments only, and
only on a summary (aggregate) basis, the DMI historical tabulations
for 1969 to 1976 from MIT are available. These tabulations (de-
scribed in greater detail in 11. C in Table B.5) contain some data on
the employment effects of establishment births, deaths, expan-
sions, contractions, and net migration.

On an enterprise basis, the DMI may be compared with the quin-
quennial Enterprise Statistics of ‘the Bureau of the Census and the
Corporation Source Books of the Internal Revenue Service (including

"' Efforts to obtain access to the microdata of the CBP (maintained by the Cen-
sus Bureau in its Standard Statistical Establishment List) to match it precisely
against the DMI have thus far been unsuccessful.
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summary tabulations from the Statistics of Income for Corporations).
The Enterprise Statistics (see Table B.5) published every five years
does not cover two important industries: the financial sector and
the transportation/communication sector. The service sector is also
only partially covered by Enterprise Statistics.'* Therefore any com-
parisons which are made between the enterprise version of the
DMI, and Enterprise Statistics must be specific to the manufacturing,
trade, construction, and mining sectors. However, for those indus-
tries for which comparisons can be made, the number of
companies in the DMI Enterprise File and those in the Census En-
terprise Statistics arve witlhin 10 percent of each other (DMI gener-
ally is larger.) Additional documentation on these various differ-
ences has been prepered by the Brookings Institution and is
available upon request.'” : )

Because the IRS Statistics of Income File does not contain data
on company employment, it is not possible to compare IRS employ-
ment data with that of the DML As discussed above, an interagency
agreement between IRS and SBA has been signed o transfer em-
ployment data to the IRS Corporate File on a sample basis. "T'his
feasibility study will be finished within the near future and will rep-
resent a major step forward in making IRS data more useful and
more comparable to the Dun and Bradstreet Enterprise Files.

It should also be mentioned that the Censis’ Enterprise Statistics
¢ontain data on the legal form of organization for those industries
which are covered. However, the relationship with IRS and DMI
data is not totally clear. About 66 percent of the companies in En-
terprise Statistics ave sole proprictorships while ‘he percentage of
corporations is about 23 percent.' The corporate percentage of
the DMI file is mnuch higher. There is a reasonable consistency be-
tween the legal form of organization from Enterprise data and IRS
data since the basic source is similar. IRS data are, however, larger
absolutely,

It should be mentioned that only the enterprise file of the
USEEM has geographic detail below the U.S. level.'® Corporations

.
20nly pieces of major service enterprises are covered. For example, of the
large 2 digit category, health services, only dental laboratories are covered,
BSee Candee S. Harris, op, dit.
4 The remainder, according to the Census Bureau, are “partnerships™ and
“Other™, .
15 Neither the Statistees of Income of the Internal Revenue Service nor the Enter-
prise Statisties of the Census Bureau show corporate data by state
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by state are not published by the IRS principally because of the dif-
ﬁculty in identifying the various branches and subsidiaries includ-
ed in cach tax return; these cross state lines. Because the USEEM
enterprise file has reconciled all branches and subsidiaries of each
corporate family, . this problem has keen eliminated. State enter-
prise tabulations (by size class dnd major industry division) are
available upon request.  °

Comparisons With Sales as the Matching Variable

As shown in Table B.5, sales data can be compared on an enter-
prise basis. On an enterprise basis, sales data are available from th=
DMI, trom Enterprise Statistics, 'and from the IRS Statistics of Income.
Of the three sources, the DMI is the mnost current (1978 data) and
the only source with data available below the national level. Enter-
prises Statistics provides sales information on p.rtnerships,
proprietorships and corporations in covered industries, but these
are totals; there is no sales distribution as in the DMI. The IRS’
Business Income Tax Returrs provides sales distributions for
proprietorships and partnerships, and in the Corpuration Income
Tax Returns for corporations. However, the DMI remains the only
source of distributional information for sales below the national
level. nacl

Efforts are made from time to tiine to define “the number of
small businesses” in the United States based upon sales data. Clear-
ly this is less satisfactory [hamusing employment as a definitional
source because of changes in sales data caused by inflation. While
there are no standards to describe what constitutes a small business
in terms of sales, Table B.6 gives some rough correspondence be-
tween sales and employment categories. In general all proprietor-
ships and partnerships with less than $5,000 in annual sales are ex-
cluded from the definition of small business. The purpose of such
an exclusion is to define a realistic-standard for a viable full-time
business. This exclusion, for example, tends to omit professionals
who consult, and many others with part-time attachments to the la-
bor force such as babysitters and sales representatives For exam-
ple, of the 11.3 million proprietorship returns filed in 1977, only
7.3 million (or 61.3 percent) had $5,000 or more in gross receipts.

Usually a figure between 10 and 25 million is used to define the
upper limit to the receipts size of a “representative small business”.
Ten million may be more representative of retail and service enter-
prises, but perhaps somewhat less representative of manufacturing
enterprises. These businesses tend to be larger, on average, be-
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Tasre B.6—Comparison of Standard Employment and Asset, Tabulation Categoyies
With Those Available From the IRS Corporate Source Book

IRS Corporate
Type of Source Book
Business Employment’ Sales/Assets' Asset Categories '

(000) (000)

Family 0-4 0-499 (1-99)+(100— 249) + (250 499)
Small-Small 5-19 500-2,499 500-999

- Small-Medium(1) 20-49 2,500- 4,999 1,000 4,999
Small-Medium(2) 50-99 5,000- 9,999 5,000-9,999
Smali-targe 100- 499 10,000 24,999 10,000~ 24,999
Large 500-999 25,000~ 49,999 25,000 49,999
Large-Medium 1,000 4,999 50,000 — 249,999 (50,000 99,999)+ (100,000 249,999)

Govt. Sized 5000+ 250,000 250,000

' A more detailed version of these size classes was adopted by the inter-Agency Committee on Small Busi-
ness Statistics, and published in the Federal Ragister for comment December 1980 and in the Statistical Re-
porter, August, 1980.

cause of scale requirements.'® This issue is further discussed in
Section 111 below.

Available Financial Datw und Balance Sheet Type Information:
Comparisons with the Dun and Bradstreet Financial Statistics File
(FINISTAT)

The major strength of the SBA microdata base lies in its poten-
tial ability to perform financial simulations by business' size. The
Internal Revenue Service's Source Book for Corporations (IRS/CSB)
remains the only major publication for which selected comparisons
can be made with FIN/STAT. (See table B.7) The Source Book is,
however, tabulated only on a major industry (two digit) basis from
samples, and is therefore less useful for detalled industry (four
digit) analysis.

As shown in Table B.7, the FIN/STAT is comparable to a
standard accounting balance sheet. While some of these variables
are fully comparable with the IRS data (such as the components of

'¢ Exact data matching employment and sales size is available upon request by
industry and sub-national areas.
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TasLe B.7—Availability of Specific Variables (by Asset & Size Class):
Dun and Bradstreet Financial Statistics File (FIN/ISTAT)

s,

The Corporation Source Bock of the Internal Revenue Service (IRSICSB)

Variable/Source

Current Assets, Total
Cash
Accounts Receivable
Inventory
Notes Receivable
Other Assets

Nep Current Assets, Total
Fitures & Equipment
Other Fixed Asset
Real Estate
Value of Life Insurance
Other Non-Current Assets
Accumulated Depreciation
Depletable Assets

Current Liabilities, Total
Bank Loans
Notes Payable
Other Current Liabilities
Loans From Stockholders

Non Current Liabilities, Total
Mortgages
Ammortized Liabiiities
Other Non-Current Liabilities
Deferred Credit

Stock (value)
Net Worth

Net Sales

Profit Before Tax
Profit After Tax
Employees

Total Net Worth
Total Liabilities and Capital
Capital Surplus
Retained Eamings
Rents, Mortgages, Other interest
Net Short Term Gain-

Net Long Term Loss
Dividends, domestic corporations

Total Deductions
Cost of Sales
Compensation of Officers
Rent Paid
Taxes Paid (other)
Interest Paid
Depreciation
Depletion

ERI
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FIN/STAT

IRS/CSB

X
concept is
depreciable assets

net intangible assets
Land

X
X
X

under 1 yr & over 1 yr
X
X

X
see under deductions

X
X
X
Net Income
X

>
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TasLe B.7—Availability of Specific Variables (by Asset & Size Class):
Dun and Bradstreet Financial Statistics File (FIN/ISTAT)—Continued

Us.
The Corporation Source Book of the Internal Revenue Service (IRSICSB)

Amortization — X
income Tax (before credit) — X
Income Tax (less credit) —_ X

Cash Flow Per § of Sales —
Cash'Flow Per § of Assats —
Sales Per S of Assets X
Foreign Taeredut —
Win Credit \ —_

> X X M >

Note: A dash (—) indicates that the item is missing in the respective source.
current assets), others are much less comparable (such as the com-
ponents of non-current liabilities). The IRS/CSB contains many
items which are really deductions from income in tax terms. As
-shown iii the table, these include taxes and interest paid, and the
direct cost of sales, among others. While these additional items are
useful, they are not accounting definitions.

SBA contractors will be examining the IRS/CSB and FIN/STAT
comparability at the two digit level for those items which are com-
parable. This work should be completed within six months. Impu-
tations to the FIN/STAT from the IRS/C3B of taxes and deprecia-
tion will require at least another year before tests of such a system
are complete.'”

Quarterly Financial Report

While not listed in Table B.5, the Quarterly Financial Report
(QFR) published by the Federal Trade Commission should be men-
tioned because, while it is a limited sample of only three major in-
dustries, trade, mining, and manufacturing, it is the only source of
quarterly financial information on small business in the U.S. Un-
fortunately, some of the financial variables are defined for
companies with an asset size of $1-5 million, while others are tabu-
lated for firms with assets of less than $10 million. Data by sales
size are sometimes also available, but data by employment size are
not.

. The QFR data on profits has made it possible for SBA to conduct
v

" Dun and Bradstreet has proposed a study to return to the original source
documents of their field investigators to retrieve the tax and depreciation items.
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a study which demonstrated that small profit declines in large
manufacturing businesses during the 1974-76 recession were
accompanied by much larger profit declines in the small business
sector during the same period.'* The QFR is more limited in size
than either FIN/STAT or the IRS/CSB. Yet for the trade, mining,
and manufacturing sectors, it produces useful and current (al-
though non-comparable) financial information on small firms.!¢

Other Major Entries in the Database System: Demographic Characteristics
by Business Size

The ideal data base would have characteristics of workers in each
of the 3.7 million companies and 4.7 million establishments in the
Dun and Bradstreet DMI. Unfortunately, because Dun's collects no
information on the characteristics of the workers in the establish-
ments and enterprises in their files, other sources of informaiton
must be substituted. ‘

There are only two major data sources available on the
characteristics of the labor force in business firms by size class.
They are the files of the Equal Employment Opportunity Commis-
sion (EEOC) and the Social Security data from the Continuous
Work History Sample (CWHS). The EEOC files provide occupa-
tional data by size of company for single and multi-unit companies
with 100 employees or more. The CWHS, a longtudinal file of
workers, provides worker age, sex, race, industry, quarterly earn-
ings and approximate size of reporting unit for 1960-1975. As is
true with virtually all of the reported sources, these files provide
some information by firm size on the characteristics of workers, but
are not comparable with each other, nor with the Dun and
Bradstreet based data files. (See Table B.5, II E. and 11 F.)

The EEOC file provides no data on wages or payrolls, and does
not survey more than the largest quartile of the small business pop-

""The small business sector was defined as businesses in manufacturing (only)
with alternately less than $5 million and $1-10 million in assets. See Meir
Tamari, "The Effect ot Changes in the Business Cycle on $mall Firms.” Con-
ducted under SBA purchase order #81-474, May, 1980.

" Congress asked the FTC to reduce the paperwork burden it was placing on
small business. In response, the FTC reduced its sample size and simplified its
form. As part of the form change, SBA has requested collection of employment
data. Questionnaires on these changes were sent to small business leaders who
showed no objection to the additional item. If employment data are added, the
QFR will be more useful for examining the sales, assets. and profits of small busi-
ness. The FTC asked for employment data beginning in October, 1981,
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ulation.?® The file is, however, very useful for examining how the
skill usage of the labor force varies by major industry and size class.
The EEOC data shows that smaller firms employ a disproportion-
ate number of lower skilled workers compared to'larger firms.

From the CWHS file, which provides only an approximate deter-
mination of the size class of the workers,?! it is possible to trace
how workers migrate by industry and firm size over time. As this
file is further developed, it can be determined, for example, how
individual wages vary by size class. The usefulness of job training
programs can also be analyzed. The file, however, is an employee
file (without the skill level of the worker) and therefore not ar-
rayed by entcrprise. While the EEOC files are useful for skill com-
parisons by size and the CWHS files are useful for wage compari-
sons by age, sex, race and approximate size of the worker’s
establishment in the latter case, neither file is an ideal solution to
the “string” of worker characteristics that should be appended to
the Dun and Bradstreet Enterprise and Establishment Microdata
Files. '

In an effort to understand skill usage by major industry, the SBA
has funded a study to determine how workers upgrade their skills
and wage rates as they move among different sized firms. The re-
search will test the hypothesis that workers acquire training in

“smaller firms, leave those firms with increased skills, and then seek
emplovment in larger firms at higher wage rates.

Clearly more data are needed. Complete information on the oc-
cupational skill utilization of the labor force by size of firm would
"be available if EEOC expanded its survey to include all businesses
or if the Census Bureau surveyed those EEOC did not. When the
interagency agreement with IRS is completed to study the employ-
er reporting on Form 941, researchers will understand more pre-
cisely what the size determination means which results from the
Statistics of Income-Form 941 match.

Other Macro Economic Indicators: Payroll Data, GNP Shares, Investment
Data

As indicated in Table B.5, there are three sources of payroll

{(
**This population is defined below in Section I11. N\
' This is because the size determination of the establishment comes from tra-

cing the worker through the IRS Form 941 which the employer files. The 941 may

be filed by enterprise or establishment or some combination. Currently research-
ers are examining ways to resolve this problem.
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data, two which are establishment based, County Business Patterns
(CBP) and Unemployment Insurance data, and one which is hbased
on enterprises, Enterprise Statistics. Of the three sources, the CBP
data is the most comprehensive and consistently defined in terms
of its reporting unit. Enterprise data is useful if the companies of
interest are in one of the covered sectors: mining, manufacturing,
wholesale trade, retail trade, and selected services. Of course, in all
the sources, the payroll per employee figures which can be derived
from the data do not reflect any of the important characteristics
like weeks or hours worked across industries. This reduces the va-
lidity of most inter-industry comparisons.

GNP Share

Annual industry estimates of Gross National Product for small.
and large business have been computed for the first time. The time
series starts in 1955 and ends in 1976. Small business is defined as
fewer than 500 employees, and medium and large business is de-
fined as 5 »r more emplovees.

Annual data has been developed for the smallest size businesses
(less than 20 employees) and government size businesses (5,000 or
more employees), although with less industrial detail. In addition
work is underway to complete this project and break data down by
states. .

In most ways this data does not compare to the rest of the SBA
Data Base because it is an applied data generation project. The ba-
sic sources for this work were the Census’ Enterprise Statistics and
the Statistics of Income of IRS. The non-employee compensation
shares of gross product originating came from the Bureau of Eco-
nomic Analysis. The output of this project is descriptive (aggre-
gate) data which has been uniquely derived and which can be refer-
enced much like other aggregate sources. It is a unique descriptive
database for examining the small business component shares of
Gross National P.oduct.

Investment Data

From Enterprise Statistics, and for the manufacturing sector only,
data on value-added, inventories, and new capital outlays are all
available. Because the data is limited to manufacturing only, it is
really not a part of SBA’s comprehensive data base.
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SECTION III. ALTERNATIVE DEFINITIONS OF SMALL
BUSINESS

Small business definitions are included in this appendix in order
to explain the legal relationships among the establishments and en-
terprises in the Dun and Bradstreet DMI and FIN/STAT files. The
DMI is essentially a file of all establishments and enterprises with
employees. Less than 0.1 percent of all the entries in the files con-
tain no employees.

About 35 percent of the business enterprises in the DMI file are
corporations. (See Table B.8 Footnote 1.) The remaining 2.48 mil-
lion enterprises are either partnerships or proprietorships. While
no precise distinction exists in the latter cases, these distinctions are
important in understanding the precise coverage of the data base.
For example, while about 2.2 million corporate tax returns are
filed with the IRS every year, the number of corporate enterprises
in the DMI 1s 1.2 million, or about 55 percent of all corporate re-
turns. Due to imprecise knowledge on whether companies file par-
tial or consolidated returns, however, the statement of 55 percent
is also necessarily imprecise; it could be much higher if the per-
centage of non-consohidated returns is higher.

The problem of defining a working “full-time” business entity is
a continual problem. As shown in Table B.8, the percentage of
proprietorship and partnership tax returns with less than $5,000 in
annual receipts runs in the 43 percent range. This group has been
excluded from the definitions in the Table on that assumption that
entities with less than $5,000 in receipts are not businesses of con-
cern for national policy. Obviously, this assumption requires fur-
ther study.

The proper qualifying employment size range of an establish-
ment or enterprise to define it as being “small” is relative to factors
such as concentration, industry dynamics, saturation of local mar-
ket, etc. Therefore, a given standard will vary with the kind of
business being defined, (e.g. 100 employees, for example, is proba-
bly too high a limit for many service type firms, and probably too
small for many mahufacturing businesses.) Therefore, a standard
that has wide acceptability and also reflects a reasonable economic
perspective is being used.

One hufdred employees or less per establishment is roughly, on
a cumulative basis, the mid-point of the labor force. Thus, there
are approximately an equal number of employees in establishments
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TavLe B.8—An Example of Universe Small Business Definitions for the United States (1978 based)

e
Classification . __Reporting— e o Total Number of
ariable Unit Comparable With: Small Businesses:  How Defined Comment:
1. Employment-Wage Establishment (Dun Business Establishments 4,572,000 <100 employees 97.3% of total number
and Salary & Bradstreet DMI with employees; County (1978) per establishment of businesses of
file) Business Patterns (Census); 4,699,000
Unemploy-
ment Insurance data
(BLS}
2. Employment- Enterprise Enterprise Statistics 3,664,000" <100 employees 98% of total number
Wage & Salary (DMI-FIN/STAT) (Census); Corporations (1978) per company of 3,737,000; note:
and other Enterprise$ IRS corporations
- (1976) ~ 2,082,000
N 3. Employment- Proprietor Social Security data (CWHS) 6,571,0002 $5,000 or more Closest to the "“Mom &
-~y Seif-employed (IRS-Schedules C (1977) of gross receipts Pop"' concept: total
and F & Selected forms filed (1977) =
1040s) . 11,348,000
4, Employment Partnerships 869,000° $5,000 or more of
(IRS-Form 1065) gross receipts
Summary: Total number of small businesses:*
Establishment based: 2,143,000  (corporate establishments - DMI)’ v

6,571,000 (proprietors - IRS)

869,000  (partnerships - IRS)

774,000 (marginal corporations - [RS)®
10,357,000  Total (including farm proprietors)®

Enterprise based: 1,234,000  (corporation - DMI)

6,571,000  (proprietors - IRS)

869,000  (partnerships - IRS)

774,000  (marginal corporations - IRS)

Q. 2 ‘\L_) u 9,448,000 Total (Including farm proprietors)”
"ERIC
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. TasrLe B.8—An Example of Universe Small Business Definitions for the United States (1978 based)

NOTES:
'About 35% of the business enterprises on the DMI are corporations. Of these, an estimated 74,000 are
large corporations (more than 100 employees), and 1,234,000 are small corporations.
Farm proprietorships = 2,932,000 in 1977 less 47% with $5,000 or less in receipts
~ 1,366,000 = 1,566,000
Nonfarm proprietorships = 8,414,000 in 1977 less 41% with $5,000 or less in recaipts
— 3,409,000 = 5,004,000

3 Total proprietorships = 11,346,000 in 1977. — 4,775,000 = 6,570,000
N *Partnerships = 1,153,000 in 1977 less 25% with $5000 or les< in receipts
— 284,000= 869,000
“Increasing the definition of establishments to include all those with less than 500 employees would in-
crease the total of (1) above to 4,680,000 (99.5% of 4.7 million) and the total number of small establishment
based businesses to 10,464,000. Increasing it to enterprises of 500 employees or less would increase (2)
above to 3,723,000 and total number of small businesses to 9,507,000 on an enterprise basis.
*IRS (1976} reports 2,082,000 corporations, of which 1,274,000 have net income. 0f those corporations not
reporting net income, approximately 774,000 are assumed to be part-time or marginal businessas.
*Total is 8,791,000 excluding farm propristors.
"Total is 7,882,000 excluding farm proprietors.
0,
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with less than this figure,?? and in establishments with more than®
this figure. (See Table B.2.) When used for policy purposes, it has
been found that the 100 or 500 employee upper limit on size pro-
duces little difference.?® In fact, in a recent study of employment
growth between 1972-1977 for two digit industries, virtually all
but 6 two digit industries showed the same directions of change
whether 100 employees per estabishment or 500 employees per
establishment was used as a definition of small business.>*

Table B.8 shows that there are approximately 9.4 million small
businesses on an enterprise basis, and about 10.4 million on an
establishment basis applying the $5,000 criterion from above. What
usually confuses the count, however, is that detailed information
exists for less than half of the businesses: the Dun and Bradstreet
DMI file. for example, contains employment and sales data on
about 4.7 million establishments or only 45 pcreent of the total
number of businesses (e.g. 4,700,000/10,357,000 in Table B.5).
The confusion in this area stems from the ditference between a
simple c¢ount of the number of firms or establishments, and the
much lower number on which detailed economic information is
maiitained and collected.

If CGovernment surveys more thoroughly integrated data on
wage and salary workers and the self-employed, researchers would
obviously have access to a richer, more comprehensive set of statis-
tics on small firms. The irony does exist that the zero-employee
(e.g. “mom and pop”) businesses, which compromise roughly 40
percent of the small business population only comprise about 9
percent of the civilian labor force. The Office of Advocacy is at-
tempting to develop integrated statistics on these workers who
make up a dynamic segment of the small business population.

SECTION IV. SUMMARY AND CONCLUSION

As displayed in Table B.9, SBA is making progress in building
the kind of data base for small businesses that was outlined by Con-
gress in P.L. 96-302. The most significant accomplishments to date
have been the reconciliation of Dun’s Establishment and Enterprise

¢ On an enterprise basis, 33 percent ot emplovees are in enterprises with less
than 100 employees. (Unpublished USEEM data, Brookings Institution, 1981).

3 This is discussed in greater detail in Bruce D. Phillips and Andrea
Skowronek “Employment in Small Entities, 1969-1977." American Journal of
Small Business, torthcoming.

4 1hid.
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Files for 1978, drawing useful samples from the data base on a re-
gional basis and the analysis of establishment characteristics. A
mor¢ profound accomplishment will be the reconciliation of the .
DMI files for 1976, 1978, and 1980, which will provide data for
analysis of changing business characteristics.

The Dun and Bradstreet Financial Statistics File (FIN/SSTAT) i1s a
valuable potential tool for the small business community. Within 18
months, SBA will have a model capable of simulating tax policy
changes for a working sample of small businesses over the
1976-1981 period. This model will also have tax and depreciation
changes built into it, and will be of use to the Treasury Depart-
ment, to the Congressional Wavs and Means and Finance Commit-
tees, and to the Budget Oftice when new tax.policies are proposed.

‘Three steps are now underway to develop the model described
above. The first is choosing a representative sample of 250,000-
300,000 firms from FIN/STAT to begin the analysis. The second
step mvolves making sure that the tinancial data required for each
cell of the sample matrix ts available in sufficient quantity and with
valid identities. Some limited imputation of key ratios for
intervening vears will probably be necessary in selected cases. The
third step of the process is to impute tax and depreciation items
and test the financial simulation system.

The remainder of this paper was devoted to cxamining the
comparability of other aggregate data sources with the three Dun
and Bradstreet based icrodata files and alternately defining the
small business universe. In the former case, what is known is that
employvment by size on an establishment basis is the most widely
available and comparable datum from conventional government
sources (e.g. Census, BLS). Enterprise (company) employment is
only available for a subset of industries from Enterprise Statistics,
and in addition, the establishment-enterprise reporting unit differ-

Taste B.9—Information Potentially Available From SBA Interim Micro Data Base

EMPLOYMENT, LAYOFFS AND NEW HIRES .

NUMBER OF BUSINESS ESTABLISHMENTS AND TYPE, PROPRIETORSHIP, PARTNERSHIP OR CORPORATION
SALES AND NEW ORDERS

INVESTMENT IN PLANT AND EQUIPMENT

CHANGES IN INVENTORY AND INVENTORY TURNOVER

CAPITAL INVESTMENT INCLUDING DEBT, EQUITY AWD RETAINED EARNINGS

DEBT TO EQUITY RATIOS

CONCENTRATION RATIOS

POLICY ANALYSIS
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ences are non-comparable with the IRS legal definitions of propri-
etorships, partnerships, and corporations. While sales and assets
data are readily available from the IRS’ Statistics of Income, the inac-
cessibility of microdata and lack of comparable employment statis-
tics block any possible comparison between USEEM and the other
sources due to the non-identification of IRS reporting units and
non-consistent reporting of employment data.

Substantial progress has been made. Further advance. ent is ex-
pected during the coming year. Clearly more rapid progress would
be possible it SBA could access the tiles of other Government
agencies directly. Data on some variables such as new plants and
equipment and new hires, for example, remain elusive without fu-
ture legislated changes in data accessibility. Within these limits,
SBA hopes to better serve the information needs of the Congress,
the Administration, and the small business community in the
furure.

'\ ADDENDUM
" Other Data Development Projects—Completed and Underway
Self-Employment: 1960-75 Microdata Samples

SBA has purchased a longitudinal file on sole proprietors. This
file is drawn from one made available by the Social Security
Administration. Each year a 1 percent Continuous Work History
Sample (CWHS), based on the same ending digits of the social se-
curity number, is drawn from individuals who file an IRS Form SE.
This is a tax form for proprietors and partners who have earnmgs
of more than $500 and have not paid the maximum social security
tax from wage and salary employment.

Included in cach annual file is information on the sex, race, age,
industry, county, and earnings of all covered proprietors. This lon-
gitudinal file is at the Bureau of Economic Analysis, (BEA) Depart-
ment of Commerce. Approximately 60,000 records are available
each, year. Because of recent interpretations by IRS of the
confidentiality provisions of the 1976 Tax Reform Act, data since
1975 have not been made available to CWHS users, including BEA.
When' the confidentiality problem is resolved, up-to-date informa-
tion will be avatlable. This data will allow description and trend
analysis for policy purposes of a segment of small business that is
not well described n any other Federal statistical program.
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Development of a Microdata File for Manufaeturing from Census Data

SBA has provided a two year grant to create a 10 year longitudi-
nal file of a samnple of manufactuving tirms in the U.S. using Cen-
sus of Manufactures and Survey of Manufactures data. The grant-
ee will build a file containing tirm by firm microdata tor each ot
the 10 vears.

T'o date the problems with this statistical data have forced two
compromises on this project. First, the 1972 S1C system changes

- have limited the file development wo five vears rather than ten. Sec-
ond, the lack of adequate data has caused the project staft to elimi-
nate manufacturing firms with fewer than 20 emplovees from the
file. This latter decision is a disappointment, but suggests the com-
plexity involved in developing a small business data base, even w1[h
full access to Federal microdata.

When complete, the micro file created will not be tully accessible
bv rescarchers. The file will be stored on a limited-access comput-
er. Researchers will prepare analvtical programs to examine the
file, test these on a simulated sample from the file, and, when
satisfied, submit these analvtical programs to GCensus. Census will
run the programs on the real file, review the results to assure that*
no breach in confidentiality has oceurred, and then give the results
to the rescarcher. This form of limited access to microdata is the
best Census can agree to under current confidentiality restrictions
and is Far greater than what is currently available.

Summary Tabulation of History from the MIT Data Base

MI'T's Program on Neighborhood and>Regional Ghange has
worked with the DMI files for over six years. SBA has taken advan-
tage of this expertise in several ways. Tabulations of base line data
were prepared on the distribution of firms, establishments, sales,
emplovment, and the average age of firms. For the periods
1969-72 and 1974-76, information is available on births and
deaths, expansions and conwactions, and in-migration and out-
migradon of firms.

Data by county for major industries is on magneuc tape at SBA.
It includes the following items: the number of establishments, av-
crage sales, emplovment, age of business, births, deaths, expan-
slons, contractions, in-migration, and out-migration. This data has
been used to show stiates how their small business community con-  »
tributes to economic growth. It is hoped that this will encourage
states to initiate their own state data base eftorts.

ERIC
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Small Business Monitoring System

Under contract to SBA, MIT will be constructing a small busi-
) ness monitoring system, a group of indices by industry and state
designed to act as a barometer ofijob growth and economic change
in the small business sector. This work will be coordinated with that
of the Brookings Institution as it draws on the 1976-1978-1980
longitudinal DMI files. I
In addition, SBA is looking for ways to select samples of"
microdata without breaking confidentiality rules. Thé®Center for
Naval Analysis is examinlng a sample of IRS records, and within
the next six nonths SBA will be in possession of most of the useful
data fromn the IRS-SBA lnteragency match (which is imputing em-
ployment into the Corporate Statistics of Income).
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APPENDIX C—MINORITY- OWN[:D AND WOMEN-OWNED
BUSINESS

Over the past several years, Federal, state and local government
agencies, the Congress, and the private sector have increasingly ex-
pressed interest in minority and women's business enterprise.
Available data on minority-owned and women-owned businesses
are not as up-to-date, comprehensive, or reliable as needed. These
data do, however. provide some basis for appreciating the contri- -
bution minorities and women make to small business. Da["l of this
type are required to further evaluate the various public and: ‘private
programs affecting women and minority small business owners and
to begin to measure the overall progress and development of mi-
nority and women-owned businesses.

.

MINORITY-OWNED BUSINESS

The Bureau of the Census Surveys of Minorit-Owned Business
for 1969, 1972, and 1977 provide basic economic data on busi-
nesses owned by Blacks, persons of Spanish or Latin American an-
cestry, and persons of American Indian, Asian, or other origin or
descent. The surveys are enterprise rather than establishment-
based; and include the following data categories: number of firms,

gross receipts, number of paid employees, and annual payroll. The
~ data are available geographically, by industry, size, and legal orga-
nization of the firm.

In 1977 there were over 560,000 minority owned firms with
combined total gross receipts of more than $26 billion, an increase
of 31 percent in number of firms and 69 percent in gross receipts
since 1972. By comparison, the Gross National Product during this
period increased 62 percent. ,

Minority-owned firms in 1977 accounted for 5.7 percent of the
total number of sole proprletorshlps partnerships, and small
(subchapter S) business corporations in the United States and 3.5
percent of their gross receipts. Table C.1 provides comparisons of
all minority-owned firms with all United States firms by industry.
Table C.2 compares business ownership by minority groups for
1969, 1972 and 1977.
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Industry Characteristics

Minoritv-owned firms, like the majority of all United States
firms, are concentrated in the retil and service industries. These
two sectors accounted for 68 pércent of the number of firms and
64 percent of the gross receipts of all minority-owned firms ing
F977. Finance, insurance, and real estate show the Largest increased
n gmss recetpts since 19792,

Fable .3 summarizes the 10 major industry groups with the
largest dollar volume of receipts. While food stores accounted for
only {4 percent of the total number of minority-owned firms, these
stores had the largest gross receipts of any m(lustl\ group: 12 per-
cent of the total for all industries. Personal services accounted for
the largest number of firms, auributing to 10 percent of all
minority-owned firms, but only 3 percent of total gross receipts.

Tasrr Col—Comparvsan of Firms and Receipts, by Industry,
for Minoruty-Owned Firmy .
Wath Al United States Firmi: 1977

Firms' Receipts’
{thousands) (billion dollars) *
Industry Divistion Minority-Owned 3 Minority-Owned 3

AIZ  Number Perent Al Number Percent

All Industries 9,833 560 57 6331 22.2 35
Construction 1.107 52 47 72.6 2.1 2.9
Manufacturing 287 12 4.2 385 9 23
Transportation and public utilities 419 36 8.6 22.8 9 39
Wholesale and retail trades 2,600 156 6.0 291.4 10.8 3.7
Finance, insurance, and real estate 1,404 28 2.0 66.6 N 1.1
Selected services 3,623 234 65 1201 59 49
Other industries and industries not

classified 393 4] 10.4 21.2 8 38

'Includes only sole proprietorships, partnerships, and small (subchapter S) business corporations.

#Sale proprietorstip and partnership data based on data from United States, Internal Revenue Service, Pre-
liminary Report, Statistics of incame, Business Income Tax Returns, 1977. Small business corporation data
based on Internal Revenu2 Service, Preliminary Report, Statistics of Income, Corporation Income Tax Returns,
1976. Adjusted to exclude industries not covered in this report.

3For comparability purposes, this table excludes minority-owned firms filing Form 1120 tax retumns (corpora-
tions other than subchapter S small business corporations).

Source: 1977 Survey of Minority-Owned Business Enterprise, Bureau of the Census, 1980.
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TasLe C.2—Comparison of Business Ownership by Minority Group: 1969, 1972 and 1977

Percent Change Percent Change
1977 1972 1969 1969 to 1972 1972 to 1977*
Firms Receipts Firms Receipts Firms Receipts Firms Receipts Firms Re ,eiptT
Minority
) {Million (Miltion {Miltion {Million {Million
82 (Number)  doliars)  (Number)  dollars)  (Number)  dollars)  (Number) doilars)  (Number)  dollars)
United States, total 561,335 26,382 381,935 16,556 321,958 10,639 186 55.6 30.7 68.5
Black 231,203 8,645 194,986 7,168 163,073 4,474 19.6 60.2 115 415
Spanish Origin 219,355 10,417 120,108 5306 100,212 3,360 199 579 52.6 74.8
Asian Americans, American Indians, and Others 110,837 7,319 66,841 4,082 58,673 2,805 139 45.5 46.9 94.7
*Adjusted for new industries within Census scope and European Spanish origin-owned firms.
Source: 1977 Survey of Minority-Owned Business Enterprise. Bureau of the Census, 1980.
! P o
275
O

ERIC :

-




e

. Taste C3—Ten Largest Major Industry Groups in Receipts
of Minority-Oumed Business: 1977

Receipts
~ SIC - Firms {million
' Code (number) dolfars)

54 Food stores 22,488 2,641,321
55 Automotive dealers and service station 10,273 2,258,389
58  Eating and drinking places 29,084 1,911,103
80  Health services 31,978 1,583,500
59 Miscellaneous retail 45,071 1,363,081
17 Special trade contractors . 31,696 '1,188,482
51 Wholesale trade—nondurable goods 4,467 1,092,618
72 Personal services 55,950 766,166
50  Wholesale—durable goods 2,934 719,200

73 Business services 26,769 624,725

Source: 1977 Surwy of Minority-Owned Business Enterprise, Bureau of the Census, 1980.

Geographic Characteristics

Minority-owned businesses are largely concentrated, with a few
exceptions, in the most populated areas. Nineteen percent of all
minority-owned businesses are located in California, and nearly
half of these are in the Los Angeles metropolitan area (See Table

TasLe C.4—Comparison of Minority-Owned Firms in Ten Largest

Standard Metropolitan Stutistical Areas With Number of Minority-Owned Firms
in the State: 1977

Percent SMSA
SMSA . State to State

Firms Receipts Firms Receipts
(number)  ($1,000) (number) ($1,000) Firms  Receipts

SMSA -

Los Angeles-Long

Beach, California 50,258 2,617,733 107,035 5,967,769 47 44

New-York, N.Y.-NJ. 25,855 1,060,315 31,661 ' 1,288,020 82 82
- San Francisco-

Oakland, California 19,602 1,156,993 107,035 5,967,769 18 19
Chicago, lllinois 16,682 1,254,707 19,413 1,374,591 86 91
Honolulu, Hawaii 16,204 1,537,869 20,625 1,711,694 79 90
Washington, D.C.-Md.-va. 14543 458997 X) X X) X)
Houston, Texas 11,833 438820 50,782 2,199,619 23 20
Miami, Florida 10,710 800,791 22,803 1,283,203 47 62
Philadelphia, Pennsylvania-

NJ. 8553 340,893 210,830  2452,037 72 75
Detroit, Michigan 7680 467438 10,840 479,361 71 8

'N.Y. State data only.

?Pa. State data only.

(X) Not applicable.

Source: 1977 Survey of Minority-Owned Business Enterprise, Bureau of the Census, 1980.
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G More than 41 percent of all minoritv-owned firms and 47
percent of their total gross receipts were reported located in five
states: California, "Texas. New York, Florida, and Hawaii.

Table €A shows the 10 stndard metropolitan statistical arcas
(SMSAS) with the largest number ol minorityv-owned firms and
compares the firms in these SMSA'S with the number in their re-
spective states. Phese HOSMSA's accounted for 32 percent of the
total number of minoritv-owned firms in the United States and 38
percent of their gross reeeipts,

Fables G5 and L6 Tist the 10 Targest concentrations of minority-
owned firms by counny and ity and their percentage of receipts
within their respective states.

bantr GO = Comparvon of Minoniv-Oiened Fooms in Pen Largesd Coontres
Wath Nowher of Mononty-Owered Firms o the State: 1977

County State Percent County
to State
County fFirms Receipts firms Receipts
(number)  ($1,000) (number)  ($1,000) Firms  Receipts

Los Angeles. Cahifornia 50.258 2,617,733  107.035 5.967.769 47 44
Honolulu. Hawan 16,204 1,537.869 20.625 1,711,964 79 90
Cook, Nlino1s 15208 1,183,672 19,413 1.374,591 78 86
Hams, Texas 10.791 398337 50,782 2.199.619 21 18
Dade. Florda 10.710 800,791~ "22.803 1,283,203 47 62
District of Columbia 8.039  259.804 X (X) x) (x)
New York, N.Y 7623  389.179 31.661 1,288.020 24 30
San Francisco, Cahformia 7.526  506.854  107.035  5967,769 T 8
Alameda, California 6.809 390,620  107.035 5.967,769 6 7
Kings. New York 6.462 166.330 31.661 1.288.020 20 13

*(X) Not applicable
Source- 1977 Surwy of Minority-Owned Business Enterprise. Bureau of the Census. 1980
Paste Ch-=Compurison of Moworis-Owned Fooms i Fen Largest Cities
Wath Nomber Mononits-Ownred Frrms m the State: 1977
cty State Percent City
to State

City T
Firms Receipts firms Receipts
(number)  ($1,000)  (number) ($1,000) Firms  Receipts

Los Angeles. California 25209 1.319603  107.035  5.967.769
New York, N'Y 22.793 967576 31.661 1.288,020
Chicago, lllinois 12309 906,256 19.413  1,374.591
Honolulu, Hawan 10910 1.387.844 20,625  1.711.694
Houston, Texas 9,465 348510 50.782 2,199,619
District of Columbia 8039  259.804 (X (X)
San Ffrancisco, California 7.526  506.853  107.035 5.967.769
San Antonio. Texas 5917  236.218 50,782 2,199,619
Detroit. Michigan 5563 282965 10.840 579,361
Philadelphia, Pennsylvania 5441 223.269 10.830 452.037

(X} NoT appllcat;lAer
Source- 1977 Survey of Mmority-Owned Busmess Enterprise. Bureau of the Census, 1980,
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Size of Firm

While only 19 pereent of the minoritv-owned firms had paid em-
plovees, these firms accounted for over 72 percent of the total
gross receipts and emploved alimost 500,000 people. Although 63
percent of the emplover firms had less than five emplovees, these
firms accounted for only 28 percent of the total gross receipts of
cmplover fivms. Firms with 30 or more cmployees accounted for
only .6 percent of the total number of eiplover firms but over 20
percent of the total gross receipts for firms with emplovees. ;

Almost 43 percent of the minoritv-owned firms had gross re-
ceipts of less than 310,000, These firms made up 3 percent of the
total gross receipts. Firms with gross receipts of over $500,000 ac-
counted for 3-L1 pereent of the total gross receipts but comprised
less than 1 percent of the total number of firms.

Legal Form of Organization

Sole proprictorships accounted for 93 percent ol the total num-
ber of minoritv-owned firms but onlv 58 percent of the gross re-
ceipts. Onhy 2 pereent of the total number of firms were corpora-
tions but thev accomnted for almost 29 percent of the gross
receipts, Partnerships accounted for 3 percent of the number of
firms and 13 percent of the gross receipts.

Frnancial Viabidity of Minority Businesses

A recent collaborative study conducted by the University ol Tex-
as. the Minoriny Business l)(\clol)m(nl Administration (,\H’)l);\),
and the Dun and Bradstreer Corporation produced information
about the profin, risk, and finandal characteristies of minorin -
owned business enterprises.t A financial statisties data base which
parallels the Small Business Administration Small Business Data
Base was created. A sample of 6,000 business fivms was selected.
Balance sheet and mcome data for 1978 were made available for
cach firm by Dun and Bradstreet. The sample was divided o the
following three cqual groups: 1) minority firmssassisted by MBDA;
2y minority firms nor assisted by MBDAT and 3y random sample
of control (mon-minority) fivins, ’

The study controlled for such factors as size and age of firm, and
industry composition in its scarch for significant and predictable

PURey Business Ratios of Minorits -Owned Businesses,” Center for Studies in
Business, Umversits ol Texas, San Antonio, William G, Scott, Antonio Furino,
and Fugene Rodrigues, fro Janaary 1981,
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differences in the performance characteristics of enterprises based
on racial/ethnic origin of their owners/stockholders. Principle find-

mgs showed that:

1. Minority firms which were not assisted by MBDA were found
to display virtuallv the siane profit characteristics as non-
mmority firms. However, mimority firms which were being as-
sisted by MBDA were generally those which needed the
greitest support. he MBDA-assisted finns reported more
debt than other firms. The veason for this finding man be than
the least profitable minority firms are those in need of capital,
and thereiore those most likelv to apply for loans.

2o Although mmorny firms received bank loans with the same
frequency as did non-minority firms, the size of loans 1o
iinoritv-owned  firms corresponded  with their profit per-
formance significantly and more frequentds tan did size of
loans 1o non-minoriny firms. The evidence suggests that bank-
ers see minoritv-owned frrms as less profiuable. Therefore,
minoritv-owned firms are loss frequently loaned money based
on their potennal carnings than on the degree of collateral or
other guarantees they can provide.

3. Minority ownership does not predict performance. For exam-
ple it firms were randomly selected from cach of the catego-
ries noted above (assisted, non-assisted, and control), minorin
firms would not be represented among firms showing losses
more frequently than would non-minority firms, The conclu-
ston 1s that minority s are no mwore rvisky than control
(non-minority) firms,

4 Minoritv-onwned firms are un(lu-( tpitalized and carry a lw]\—
1er debt structure than non-minority firms.

WOMEN-OWNED BUSINESSES

Ihie principle sources of data on women-owned business are the
Census Burcaw's 1972 and 1977 Survevs of Women-Owned Busi-
nesses. For the purpose of collecting data for both Survevs, the Bu-
reau of the Census defined a firm as wonun-owned if the sole own-
er or at least halt of the partners were women: a corporation was
classificd as woman-owned if 50 percent or more ol the shares
were owned by women,!

i shoudd be noted that the definittion of a woman-owned firm recommended
by Excoutive Ovder 12138, entitled Creaning a National Women's Business Enter-
wrise Policy and Prescribing Anangements for Developing, Coordinaung and
I B B .
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TasLe C.7-—Comparison of Firms and Receipts, by Industry, for Women-Owned Firms
With All United States Firms: 1977

Firms* Receipts'
{thousands) {billion doliars)
Industry Division
Women-Owned? - Women-Qwned?
AI? Number  Percent AR Number Percant
Alt Industries 9,833 702 1.1 6.6
Construction 1,107 21 1.9 4.0
Manufacturing 287 19 6.6 9.4
Transportation and public
utilities 419 12 29 5.7
Wholesale and retaif trades 2,600 228 8.8 8.0
Finance, insurance, and real
estate 1,404 66 47 66.6 2.1 3.2
Selected services 3,623 316 8.7 120.1 7.1 5.9
Other industries and industries
not classified 393 40 10.2 21.2 1.2 5.7

' Includes only sole proprietorships, partnerships, and smalil (subchapter S) business corporations.

*Sole proprietorship and partnership data based on data from United States, Intarnal Revenue Service, Pre-
timinary Report, Statistics of Income, Business Income Tax Returns, 1977. Small business corporation data
based on Internal Revenue Service, Preliminary Report, Statistics of income, Corporation Income Tax Returns,
1976. Adjusted to exclude industries not covered in this report.

*For comparability purposes, this table excludes Minority-owned firms filing Form 1120 tax returns {corpora-
tions other than subchapter S small Susiness corporations).

Source: 977 Economic Census: Women-Owned Business, Bureau of the Census.

“The 1977 data are not directly comnparable to data published in
the 1972 report because of expanded industrial coverage in 1977
and methodological improvements in processing since 1972. After
adjusting for coverage differences and non-comparability, there
were 702,000 women-owned businesses in 1977 with combined to-
tal receipts of over $42.5 billion. (See Table C.7.) Between 1979
and 1977 there was an increase of 30.0 percent in the number of
women-owned firms and a 72.3 percent increase in their business
receipts. The Gross National Product during this period increased
62 percent. A comparison of women-owned businesses in 1972 and’
1977 is found in Table C.8.

As is true for all small businesses, women-owned firms are con-.
centrated in the service and retail trade industries. Nearly 75 per-

Implementing a National Program for Women's Business Enterprise, is: A
woman-owned business is one which is at least 51 percent owned, controlled, and
operated by a woman or women. “Controlled” is defined as exercising the au-
thority 1o make policy decisions and “operated” is defined as actively involved in
the day-to-day management of the business.
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“Tasre C.B—Comparivon of 1972 and 1977 Women-Owned Businesses
. Revised 1972 Percent Change
1977 Data Estimates Revised 1972 to 1977
Industry PR —
Firms . Receipts Firms Receipts Firms Receipts
(number) {$1,000) {number) ($1,000 (number) ($1,000)
All Industries ; 701,957 41,505,724 (X (X) (X) (X)
1977 Industries Out-of-Scope in 1972 70,129 1,039,328 (X) (X) (X) 3 (X)
g Industries in Scope in both 1972 and 1977 631,828 * 40,466,396 486,009 23,485,950 30.0 723
< Construction 21,129 2,912,246 20,943 2,296,237 9 26.8
Manufacturing 18914 3,561,748 14,015 2,004,095 35.0 1.7
Transportation & Public Utilities 11,874 1,323,061 9,956 649,141 19.3 103.8
Wholesale and Retail Trades 227,856 - 23,380,471 182,451 14,451,128 249 61.8
Finance, Insurance and Real Estate 66,257 2,071,278 45,031 946,899 47.1 1187
Selected Services *245902 *6,035,936 163,437 2,536,556 - 505 1380
. Other Industries 39,896 1,181,656 50,176 601,894 =205+ 96.3
(X) Not Applicable
*Data adjusted to include only 1972 coverage.
Source: 1977 Economic- Census: Women-Owned Business, Bureau of the Census.
2¥
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cent of the 702,000 women-owned businesses in the U.S. are in
these two sectors. The 544,000 women in services and retail trade
had gross receipts of $30.5 billion or 73 percent of the total $41.5
“itlion earned by women-owned businesses in 1977. (See Table
C.7.) The 10 industry groups accounting for the largest aollar

volume of receipts for women-owned firms in 1977 are summa-
rized in Tab'e C.9.

Tasre C.9—=Ten Largest Major Industry Groups in Receipts
of Women-Owned Firms 1977

Receipts
Sic Firms {million
Code Industry Group (number) dollars)
51 Wholesale Trade—Nondurable Goods 8,687 3,881
59 Miscellaneous Retail 108,233 3,659
58 Eating and Drinking Places 39,415 3,350
50 Wholesale Trade—Durable Goods 1,446 3,020
54 Food Stores 21,309 2,895
55 Automotive Dealers & Service Stations 8,186 2,627
65 pt. Real Estate 55,093 1,609
12 Personal Services 95,202 1,585
56 Apparel & Accessory Stores - 16,716 1,542
17 Special Trade Contractors 14409 1,420

Source: 1977 Economic Census: Women-Owned Business, Bureau of the Census.
Geographic Characteristics

California had the largest number of women-owned firms in
1977 with 101,288 firms with gross receipts of $4.1 million. New
York was second with 62,747 firms and $3.9 million in gross re-
ceipts. Thirty-nine percent of women-owned businesses repre-
senting 36 percent of the total gross receipts were located in five
states: California, New York, Texas, Florida and [llinois. The Pa-
cific Region had the largest number of women-owned: firms:
130,387 firms with $5.6 million in gross receipts. Table C.10 shows
that 10 SMSA’s account for 25 percent of the total number of
women-owned firms in the United States and 24 percent of their
gross receipts. (See Tables C.11 and C.12 for comparable data on
counties and cities.) '

Legal Form of Organization

In 1977 the majority of women-6wned firms (531,856 of 75.8
percent) operated as sole proprietorships (See Table C.138). This
group accounted tor 22.9 percent of gross receipts. Of the total
number of firins, 111.430 or 15.9 percent wgre partnerships ac-
counting for 31.2 percent of gross receipts. Corporations ac-
counted for only 8.4 percent of the total number of firms but 46.0
percent of gross receipts.
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TasLE C. 10—Comparison of Women-Ouwned Firms in Ten Largest Standard Metropolitan Statistical Areas With Women-Owned Firms in the
State: 1977
Percent SMSA
SMSA State to State
SMSA Firms Receipts Firms Receipts Firms  Receipts
{number) ($1,000) (rumber) ($1,000) 3
New York, N.Y.—NJ. 36,997 2,705,756 62,747* . 3.961,795* 59 68
, Los Angeles—Long Beach, Calif. T 36,685 . 1,401,596 101,288 4,131,151 36 34
4 Chicago, Il. - 21,077 1,624,056 34323 2,459,884 61 66
— San Francisco—Oakland, Calif. 18,048 645,924 101,288 4,131,151 18 16
Philadelphia, Pa.—NJ. 11,697 746,953 31,288** 1,886,225** 37 40
Washington, D.C.—Md.—Va. 11,413 577,230 X X) X) {X)
Daltds—rFort 'Worth Texas 10,294 560,760 43,693 2,373,950 24 24
Detriot, Mich. 9,953 752,287 21,727 1,457,209 46 52
Boston, Mass: ; 9,553 364,107 "~ 16,896 -+ 658202 57 55
Houston, Tex., SMSA . 8588 413,508 43,693 2,373,950 - 20 17
(X) Not Applicable i )
* N.Y. Data Only
**Pa. Data Only
Source: 1977 Economic Census: Women-Owned Business. Bureau of the Census.
Q 2 T
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TAsLe C.11—Comparison of Women-Ouwned Firms in Ten Largest Cities With Wowmen-Owned Firms in the State: 1977

Percent City

County County to State
City . : Firms Receipts Firms Receipts Firms  Receipts
, (number) ($1,000) (number) ($1,000)
New York, N.Y. 31,817 2,206,306 62,747 3,961,795 51 56
o Los Angeles, Calif. 17,204 667,900 101,288 4,131,151 17 16
© Chicago, Il 8,935 796,451 " 34,323 2,459,884 26 32
N San Francisco, Calif. 5,784 249,051 101,288 4,131,151 6 6
* Houston, Tex. : 5617 305,038 43,693 2,373,950 13 13
Philadelphia, Pa. - . 4,385 282,481 31,288 1,886,225 14 15
Dallas, Tex.. . \\ 4,031 254,683 43693 2,373,950 9 11
San Diego, Calif. \ 3983 171,870 171,288 4,131,151 4 4
Washington, D.C. f > 3,807 177,075 (X) (X) (X) (X)
Denver, Colo. 2,977 170,942 12,533 674,722 24 25
(X) Not Appticable
. Source: 1977 Economic Census: Women-Owned Business, Bureau of the Census.
i . i
. i 2 N
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A\J

—Comparison of Women-Owned Firms in Ten Largest Counties With Women-Owned Firms in the State:

1977
e
Percen; County
__County County o o State
County Firms Receipts Firms Receipts Firms  Receipts
(number) ($1,000) (number) {31,000)
Los Angeles, Calif. 36,685 ©1.401,596 101,288 4,131,151 36 34
New York, N.Y. 17,457 1,337,113 62,747 3,961,795 31 34
Cook, IlI. 16,352 1,296,919 34,323 2,459,884 48 53
Orange, Calif. 8,552 289,898 101,288 4,131,151 8 7
Harris, Tex. 7.679 373,158 43,693 2,373,950 18 16
“San Diego, Calif 7.408 296,629 101,288 4,131,151 7 7
Dade, Fla. 7.164 524,902 34,439 2,015,474 21 26
Dallas, Tex. 6,326 327,045 43,693 2,373,950 14 14
San Francisco. Calif. § 5,784 249,051 101,288 4,131,151 6 6
Kings, N.Y. Yo 5,331 365,489 62,747 3,961,795 9 9

Source: 1977 Economic Census. Women-Owned Business, Bureau of the Census.




Tasry C.A3—Comparison of Number of Firms and Receipts for Firms Owned by Women
to All United States Firms: 1977 *

Firms (thousands) Receipts (billion dollars)
Women-Owned Women-Owned

Industry Division Al Number Percent Al Number  Percent

All Industries **9,833 702 71 **6331 415 6.6
Sole Proprietors **8414 532 6.3 **3245 95 2.9
Partnerships **1,035 111 107 **1639 12.9 19
Small Corps. 385 59 153 **144.38 19.1 13.2

Construction 1,107 21 19 72.6 29 40
Sole Proprietors 10 10 42.8 3 i
Partnerships 5 7.2 14.2 8 5.6
Small Corps. 6 14.0 15.6 1.8 115

Manufacturing 19 6.6 385 36 9.4
Sole Proprietors 9 40 10.0 2 20
Partnerships 5 179 8.8 9 10.2
Corporations 5 143 19.7 2.4

Transportation & Public Utilities 12 29 22.8 1.3 5.7
Sole Proprietors 7 1.8 139
Partnerships 2 11.8 38
Corporations 3 176 51

- Wholesale & Retail Trades ) 88 2914
Sole Proprietors , 66 160.5
Partnerships 52 269 48.6
Corporations 25 176 82.3

Finance, Insurance & Real Estate **1,404 66 47 **66.6
Sole Proprietors 895 50 56 19.3
Partnerships 463 12 26 **429
Corparations 46 4 8.7 43

Selected Services 3,623 8.7 120.1
Sole Proprietors 3,303 8.3 67.8
Partnerships 227 30 13.2 378
Corporations 94 13.8 14.5

Other Industries & Industries Not

Classified 393 40 10.2 212 . .
Sole Proprietors 348 32 9.2 10.2 . 39
Partnerships 37 5 135 11 . 6.5
Corporations 8 3 375 "33 . 9.1

(Exludes corporations other than subchapter S (smali) corporations. Detail may not add to totals due to
rounding.)

Source: 1977 Economic Census: Women-Owned Business, Bureau'of the Census.

“  Sole proprietorship and partnership data based on data from United States Interal Revenue Service,
Preliminary Report, Statistics of Income, Business Income Tax Returns, 1977. Small corporation data based on
Internal Revenue Service, Preliminary Report, Statistics of Income, Corporation Income Tax Re.urns, 1976.

. ** Adjusted to exclude industries out of scops of this report.

*"*Estimate should be used with caution because of the smali number of samole returns on which it is
based.
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Size of Firm

Women-owned firms with paid emplovees accomnted tor 999
pereent of the total number of firms and 85 pereent of gross re-
ceipts. There were 437 tirms with 100 cmplovees or more (.3 per-
cent of the total mimber of cmplover firms). They accounted for
$2.2 billion in gross receipts. or 6.3 percent ol the wotal receipts of
firms with emplovees.

At the high end of the scale. women-owned firms with gross re-
ceipts of ST million or more accounted for 331 percent of the total
gross receipts but onhv 8 percent of the total nunber o firme.
Converselvo 42 percent of the tirms had gross receipts of less than
$5.000.

Comparabdity of Women-Owned Firm to AU nited States Frrms

Women-owned businesses accounted for 7.1 percent ot the
United States total firms (See Table Co13) and 6.6 percent of the
total receipts. The average receipts for women-owned businesses
was S57.000; §32:4.000 for corporations, S116.000 tor partner-
ships. and $S18.000 for sole proprictovships. Fhese are somewhat
below the average receipts per tirm for the entire cconomy whicl,
was S6:L000: §376.000 for small corporations, S1H8.000 for part-
nerships, and $39.000 tor sole proprictorships.

Characteristies of Women in Business

i

The 1977 Survey of Women-Owned Businesses condircted by the
Burcau of the Census was the tirst svstemarie effort to collect infor-
mation on the detailed characteristics of women-owned businesses.
The survev found that most women-owned businesses were small.
first-time endeavors in the service or retail trade industries. The
median net income for women-owned businesses was S6.481, and
over 70 percent had no full or part-time paid cmplovees. More
than 60 percent of the women-owned husinesses were financed
from the owner’s savings: over 80 percent were started with no
capital or less than $10.000. Owners of partnerships and corpora-
tions were more likelv 1o go to banks, government. or friends for
financing and 1o invest larger sums in their businesses than were
sole proprictorships. Forty-seven pereent of the businesses were lo-
cated at the owner's residence.

Firms with no emplovees and small receipts had been in business
less time than fivms with emplovees and larger rec cipts. Partner-
ships and corporations were more likely 1o have cmplovees than

-
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were sole proprictorships and had a higher median net income:
S11.073 for partnerships, $17,074 for corporations, and $3,903 for
sole proprictorships.

There was some correlation between receipts of women-owned
businesses and the amount of time the owner spent managing the
business, but 1t was not evident which was cause and which was ef-
fect. Women who owned very small firms (receipts of less than
$5.000) and large firms (receipts of $1,000,000 or more) spent a
median of 154 and 224 hours ‘&W“W&g(‘k. respectively, managing
their businesses: but owners Q!ﬁﬁ@ﬁ,;ﬁi[h receipts of $50,000 1o
S99,999 spent a median of 32,0 hours.

The median age of the owners was 52 vears. Seventv-three per-
cent of the owners were not married (divorced, separated, wid-
owed, or never married). Married women owned a greater percent-
age of the larger firms than did unmarried women. Conversely,
unmarried women owned a greater percentage of the smaller
firms. Married women also owned a larger proportion of firms in
the more profitable industries such as wholesale, manufacturing,
construction, and transportation and were involved in more part-
nerships and corporations than were all unmarried owners. Over
40 percent of the owners were white and non-Hispanic.

Almost 75 percent of the women owners had some schooling be-
vond high school. The majority of those who entered institutions
of higher leafning had completed that training. Additionally, while
this was the first involvement in business ownership for 86 percent
of the owners, they had a median of 14.9 vears expenence as paid
cuiplovees and 7.4 vears of managerial experience. Seventy per-
cent of the owners were the original founders ol their businesses.
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APPENDIX D—SMALL BUSINESS PROVISIONS OF THE
SECURITIES LAWS

The Securities Act of 1933 requires that sales of securities to the
public be registered and full disclosure be made to potential inves-
tors so that a reasoned judgment can be made on the investment
merits of a particular offering.

Meeting these requirements has made it difficult and costly for
small firms to raise capital. The costs and contingent liabilities
which accompany a full registration under the 1933 Act have, in ef-
fect, inhibited the flow of cquity capital to small growth firms,

There are three basic exemptions under the 1933 Act and its im-
plementing regulations which are designed to provide relief to
small “issuers:™! Sections 3 and 4 of the Act, Regulation A, and
Rules 240 and 242, °

Sections 3 and 4

Sections 3 and + of the Act provide a statutory basis for (1) ex-
empted securities and (2) securities issued as “private offerings.™

In 1961, the SEC issued an interpretive ruling in the exemption
from registration provisions of Section 3(a)(11) of the Act. The ac-
companving release indicated that the legislative history of the Act
showed “that the exemption was designed to apply only to local
financing that may practicably be consummated in its entirety only
within the state or territory in which the issuer was doing business.
By amendments to the Act in 1934, this exemption was removed
from Section 5(¢) and inserted in Section 3 to relieve dealers of an
unintended restriction on trading activity, From a practical stand-
point, Section 3(a)(11) exempted only issues which in reality repre-
sented local financing by local industries that were carried out
through local investment. Transactions reaching bevond this local
distribution may require registration.

"The securities laws have not defined small business, hut have equated small
husiness with small issuer. Often this is not the case. '

ERI

Aruitoxt provided by Eic:




°~

<

Con.

N

In 1962 the Securities and Exchange Commission provided in-
terpretations on "Non-Public Offerings Exemptions.” T'his provia-
ed imifial guidelines on issues to be treated as private offerings, i.e.,
exempt from registration. Section 4(2) provides an exemption
from registration for “transactions by an issuer not involving any
public offering.” There has been much uncertainty, however, as to
the precise linits of this “private offering exemption.” Generally,
sales to persons directly managing the business would fall within
the intended scope of the exemption. However, as the number of
purchasers inerease and their relationship to the companmy and its
managenent becomes more remote, 1t becomes more ditficult for
an issuer to demonstrate qualification for the exemption.

Due to abuses of this exemption, the SEC has made several ef-
forts to clarify its use as an exemption while keeping the “protec-
ton ol investors and full disclosure™ requirements for potential in-
vestors. Rule 146 was promulgated as a “sate harbor rule™ in an
effort to clarity this starutory exemption.

I practice, this rule became so complex that many preferred to
rely on court cases involving the Section 4 statutory linguage. Ma-

jor specific small offerings or small issuer exemptions provided in

Section 4 are Regulation A, Rule 240, and Rule 242,

Regulation A

The Regulation A exemption was a 1933 Act regulation that was
first approved in 1936, Section 3(a) of the Act exempts aggregate
otferings under $36.000 and was created for small issues. An addi-
nonal exemption was provided for securities sold solely for cash
and where the aggregate otfering price did not exceed $100,000.
In 1956 a general exemption of 350,000 was adopted while a
$300,000 hmitauons was created for small issue filings that needed
onlv an offering circular to be filed.

Regulation A is a conditional exemption from regisaration for
certain public offerings not exceeding $2 million in any 12-month
period. Although Regulation A is technically an exemption from
the registration requirements, it is often referred to as a “short
form™ of registration, since an offering circular, which is similar in
content to a prespectus, wmust be filed with the SEC and must be
supplied to cach purchaser. The securities thus issued are freely
tradeable inan aftermarket.

The printipal advantages of Regulation A offerings. as opposed
to full regigtration, are:, :

Elt ( 249, 300 5"
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L. the required financial statements are simpler and need not be

audited, and

2. There are no periodic SEC reporting requirements, other

than sales reports following the sale of the securities, unless
the issuer has more than $1 million in assets and more than
500 shareholders.

Historically, many of the problems of Regulation A can be classi-
fied in two ways. First, the SEC has the authority to require such
information as it tleems necessary to protect investors so that a
Regulation A offering mav wind up as time consuming and as cost-
Iy as a full registration statement. During the early 1960's,-Regula-
tion A-offerings fell into disfavor with major underwriters because
of its abuse by speculators and the greater cost and liabilities of the
“due diligence disclosure standard.” By raising the Regulation A
ceiling to at Jeast $5 million, more interest mav be shown by
underwriters.

Rule 240 and Rule 242

Another small offering xemption, Rule 240, was promulgated
in 1975, Rule 240 can help a closelv-held corporation meet short-
term financing necds with an offering of $100,000 or less.

A more recent attempt to provide small firms with more flexibili-
ty in raising capital from sophisticated investors can be found un-
der Rule 242 Rule 242 was adopted by the SEC in January 1930 in
order to provide small businesses with more specific classifications-
of exemptions from registration. The rule provides a limited offer-
ing exemption for certain domestic or Canadian corporate issuers
for sales of securities totaling up to $2 million in any six-month pe-
riod. This concept was expanded by the Small Business Investment
[ncentive Act ot 1980 which created a new statutory exemption
from registration under the Securities Act. This involved offers
and sales of securities by an issuer solely to one or more “accredit-
ed investors.”

One clear problem with the exemption discussed under the 1933
Act is that each exerfiption 1s independent and may overlap trans-
actions or be contrary in terms of information reports required to
be submitted.?

*Proposed Regulation D, promulgated by the SEC in 1981, will, if adopted,
create a more uniform and consistent regulatory scheme and should lower small
business compliance costs with respect to securities offerings.
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APPENDIN E=ANALYSIS OF THE 1981 ECONOMIC
RECOVERY TAX ACT . ’

L. Individual Income Tax Reductions

L. Income is currently subject to tax at progressive rates ranging
from 14 percent to 70 percent. Over a thirtyv-three month period
the tax rate on income in cach tax bracket will be cut 1o a range of
from 11y reeit to 50 percent. The top rate will be reduced from
the current 70 percent to 50 perceni, effective for tax vear 1982,
while the other bracket reductions will be phased-in on the follow-
ing aanmulative schedule.

Calendar Year - Amount (Cumulative)
1981 1.25%
1089 ‘ ‘ 109
1983 ) 197
TO8+ and later vears ‘ 23

The individual and corporate income tax reduction will reduce
expectediindividual income tax collections of the Treasury Depart-
ment by over $600 billion in the vears 1981-86. The bulk of this
amount wiil go to individuals. As a result. small businesses that op-
erate as sole proprictorships, partmerships or Subchapter S COrpo-
rations will also benefit since the income of these entities is taxed .
directly 1o the owners at individual income tax rates. (In 1977, al-
most I3 million of the approximately 14.6 million entities classifiec
as small business, based on asset size by Treasury Department sta-
tistics, fell into these categories.) One effect of this rate cut will be
to increase the potential amount of retained: capital of these busi-
nesses, although its impact on a case-byv-case basis will be small. Ad-
ditionally, dividends paid by regular corporations will be taxed 16
recipient individuals at the lower rates which should also assist in
stimulating equity investiment.

2. One incidental effect of the rate cut will be a reduction in the
theoretical maximum tax that conuld be owed on capital gains in-
come. Carrently, the top rate is 28 percent plus any alternative
minimum tax {AMT) that mayv be due. As a consequence of
reducing the maximum regular income tax rate from 70 o 50 per-

?
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cent, the maximum regular tax rate on long-term capttal gains
(capital assets held more than 12 months) will be effective reduced
from 28 percent (70 percent top rate on the 40 percent of capital®
gain includable i mcome) to 20 percent (50 percent top rate on
the 40 percent of capital gain includable in incomie), The Act also
reduces the top AMT rate from 25 percent 1o 20 pczucn[ i order
to conform it to the reduction of the maximum capital gains tax. In'
light of the wav it is caleulated, few taxpavers are subject to AMT
liability. ’

While the new maximum tax on capital gains will now be re-
duced 1o 20 percent plus any AMT inactuality the effecuve tax
rate on capital gains will be reduced to about 8 percent from the
current 10 percent. This tige e is basedeon acrual or effective, not
maximum, tax liability on capital gains imcome as computed by the
Treasury Department’ using_actual tax returns with capital gains
imcome. '

The reduction in the tax on capital gaéins is expected to again, as

v 1978, provide an ifcentive for investors to sell (or unlock) cur-
rent capital investments and invest anew. Whether this unlocking
will be i one-time etfect ora stimulus thint will herald a long-term
merease mnomvestment levels is uncertain, This would potentially
provide new capital sources for small businesses. However, con-
verselv, itanay also provide new incentives for small business own-
ers 1o sell their businesses and receive their gains at the lower tax
rates. Furthermore, of the capital gains that will be realized, over
70 pereent will probably be in nonequity activities, primarily real
estate, i past and current investment trends area guide.

Bascd on past experience, small business, asya whole, has not
been able 1o attract a great deal of new « apit; ll\l}l i has become
availuble. However, high technology (()lll[)dlll(\ \t\muu capital en-
tities, ete., should be well placed to receive that p(ni\mn of addition-
al ¢ lpl[dl made available by the tax cuts which ulmﬁ\ncl\ does flow
1o new iny estments, and the small business u)mmm\n\ \\1ll clearly
benelit to that ¢xtent,

3. Under the Act, portions of the Internal Revenue Code (IRC)
will be indexed or adjusted to compensate for the etfect of infla-
tion, starting in 1985, Fach tax bracket, the' zero bracket amount
(ZBA), and the pmsun al exemption will each be indesed vearly 1o
reflect increases in the consumer price index (CPL. This will elimi-
nate bracket creep, the increase i tax liability above l(‘dl earnings
due 10 the effects of inflation in conjunction with mn‘ progressive
tax rates

o A, 306 /
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}?. Business Incentive Provisions

A The Aceelerated  Cost Recovery  System (ACRS)—Depreciation
+ Chalyges . -

Historically the expensing of an asset (depreciation) has been
based on its usetul life, Depreciation is computed by assigning an
asset a usetul life and a depreciation rate by which to expense de-
preciation allowances o the level of n assets salvage value.! The

. asset depreciation range (ADR) svstem, whiclt was adopted by the

Revenue Act of TO971, was a codificatton of this concept which al-
lows the expensing of assets along audit-proof” lifes s «determined
by the Treasury Department,

1. Pervonal [’I'()/)t‘l'/\'
o :

Under the Act. eligible personal property Gand certain real prop-
crty) will be expensed over a three vear, five vear, 10 vear, or 15
vear recovery period depending upon the tvpe of property. Also,
th the new svstem is used. there is no nded 1o determine a salvage
value. thus eliminating another source of potential conflict with the
IRS, Alternatived, a taxpaver can continue to use the prior ADR
svstem for depredation purposes. The dassification of property by
recovery period prescribed by the Act is as follows:

3 vears Autos, light-duty trucks, R&D equip-
w ent 2l.l](l }')crs‘().nzl[.prnpcrly with an
ADR midpoint life of four vears or less.

Jvears oo Most othertequipment except long-lived
public utility property. '

HO vears .. Public utility property with an ADR
midpoint life greater than 18.5 but not
greater than 25 vears: and real property
with an ADR midpont life of 12.5 vears
or less. .

"The two most common deprediation rates are traight-line and double
dedlining balance. Using the straight-hne method, an asset with a ten vear useful
lite would be depreciated one-tenth of its value each vear, after adjusting for sal-
vage value. When the double dedlining balance method is used, an asset with a 1)
vear usetul life is depredated 20 percent of ns value in the fitst vear and 20 per-
cent of its rvnmin"lng valur egeh vear thereatter. The sum of the vears digit way is
a4 third common method. though less used than the two above methods. If an ac-
telerated methad of depreciation is used, salvage value for an.asser does not have
to be computed.
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point tife exc vc(llng‘ 25 \c‘nx
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Under a Hexibility provision of the .-\ct, taxpavers may elect to
use the foliowing longer recovery periods rather than the pre-
scribed class as set forth betow:

Property Class: Optional Periods
3-vear property Lo oo 12 vears or ADR Life '
H-vear property ... 12,25 vears or "
. 10-vear property ... .. £ 25,35 vearsor "
. Eh-vear property .o 35, 45 Vears or !

Pursuant to the Act, taxpayers have the option of using the
straight-tine method, the ACRS regular or optional lohger recov-
ery pertod, or the prescribed acceterated method. The prescribed
accelerated mctlm(l, as follows, maximizes the benefit of the cost
recovery deduction in the carly vears of an asset’s utilization and
automaticathy switches over to the straight-line or sum-of-the-vears
chigits method at the polnt necessary to continue the masimization

< ob depreciation deductions: .

Preseribed Method
Year property placed in service:
FORT-1984 ... .. - I50 percent dectining lml‘mw. changing
to straighi-line.

(3115 R e 175 percent dectining balance, changing
to sum ol the vears- digits method.

After 1985 ... ... 200 percent dectining balance, changing
the sum of the vears- digits method.

A comparative example of the old and new system as it relates to
personal property is shown in thie following table. Uhis table
illustrates how a machine costing $200,000, with a useful lite of 10
vears and a salvage vatue of 320,000 would be treated under prior
taw (1980) and m 1982 if the machine were l)l(l(t(l in service july I,
It )‘%‘)

2. Real Property

Under the Act real property is assigned a 15 vear recovery peri-
- od, but vixpayers may elect a 35 vear or 45 vear extended recovery
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NEW LAW PRIOR LAW

Accelerated

Year Accelerated Straight-Line (200% De.. Balance) Straight-Line
1982 . $ 30,000 $ 22,224 $ 20,000 $ 9,000
1983 44,000 44,444 36,000 18,000
1984 . 42,000 44,444 28,800 18,000
1985 42,000 44,444 23,040 18,000
1986 42,000 44,444 18432 18,000
1987 0 0 14,746 18.000
Total $200,000 $200,000 $141,018+ $99,000%

* Additional depreciation allowances would be available in 1988~ 91.

period. Generally, the 175 percent declining balance method will
apply in the early years with a switch to the straight-line method in
later years to maximize benefits. Under the Act, there is, as in the -
case of personal property; no longer any need to determine salvage
value. Taxpayers may also elect to use the straight-line method.

A comparative example of the old law and the new as it relates to
real property is shown in‘the following table. This illustration com-
pares the deductible amounts over 15 vears for a new office build-
ing with a cost of $2,000,000 placed in service on January 1, 1982.
1t is assumed that, under prior law, the building has a 40-year use-
» tul life and a salvage value of $400,000.

NEW LAW ) PRIOR LAW

Accelerated * Straight-line Accelerated * * Straight-Line
Year ’
1982 $ 233,334 $ 133,334 $ 75,000 $ 40,000
1983 206,112 133,334 72,180 40,000
1984 182,064 133,334 69,430 40,000
1985 160,824 133,334 66,880 40,000
1986 142,062 133,334 64,380 40,000
1987 125,488 133,334 61,960 40,000
1988 110,846 133,334 59,640 40,000
1989 104,908 133,334 57,400 40,000
1990 104,908 133,334 55,240 40,000
1991 104,908 133,334 53,160 40,000
1992 . 104,908 133,334 51,160 40,000
1993 104,908 133,334 49,240 40:000°
1994 104,908 133,334 47,400 40,000
1995 104,908 133,334 45,620 40,000
1996 104,908 133,324 45,040 40,000
Total’ $1,999,994 $2,000,000 $873,780 $600,000

*Using 175 percent declini'ng-bélance method in 1982 with optimal switchover to straight-line in 1989.
* *Based upon 150 percent declining-balance method with switchover to straight-line in 1996,
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As the table illustrates, depreciable real estate will get substantially
better treat .nt under the Act than with prior law. Personal de-
preciable propery, while also getting significantly better write-offs,
will not fare nearly as well in terms of added benefits as real estate
under the changes of the Act.

The Act also conforms the depreciation recapture provisions for
both personal and real property to the changes made to the depre-
ciation system. These provisions are designed to prevent the
offsetting of ordinary income with depreciation allowances and
then selling the assets and taking the profit at capital gains rates.

3. Immediate Expensing

Under the Act a taxpayer will be able to elect to immediately ex-
pense up to $5,000 of personal property depreciation allowances in
1982 and 1983, $7.500 in 1984 and 1985 and up to $10,000 in
1986 and thereafter. This would be without regard to the life of
the asset. However, if immediate expensing is elected, the invest-
ment credit on the immediately expensed portion cannot be taken.
Thus, if a profitable small business with an effective tax rate of 30
percent buys a $3.000 asset in 1982 that falls within the three year
recovery period, it can write off the $3,000 immediately and avoid
paving $900 in taxes in one vear, thus having to forego $300 of in-
vestment tax credit, Alternativelv, it can depreciate the asset over
three vears using the prescribed 150 percent declining balance
method with the appropriate half-life rule as incorporated by the
new Act, and offset $1,200 in tax liability over the three vear peri-
od (8525 in vear one of which $300 is due to the investment tax
credit, $342 in vear two and $333 in year three).

This provision will give small businesses, especiallv those which
make limited amounts of investment in equipment, a special incen-
tive to make investments in depreciable property to obtain the tax
benefits of immediate expensing, and avoid depreciation computa-
tions altogether.

These changes in the depreciation system will greatly increase
the current depreciation allowances available ro a business, and
thus the amount of current income that can be offset. However, it
must be remembered that increased deductions are beneficial only
if the entity has income to offset. Also, businesses can obtain the
accelerated deductions only if they are financially able to purchase
depreciable equipment in the first instance. On this basis, small
business will clearly and directly benefit from the more rapid capi-
tal récovery permitted by the Act.
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The accelerated deductions allowed by the new system will also
help small businesses cope with the realities of inflation. The basic
problem with the pre-existing system is that the prescribed depre-
ciation deduction schedules, based on concepts of useful life, do
not permit capital cost recovery periods to adequately reflect the
effect of inflation on replacement costs. Depreciation deductions
taken over the useful life of an asset turn out to be less than actual
replacement costs.

At the same time, it must be recognized that, as a general rule,
small businesses tend to be more labor than capital intensive and
have shorter life assets than larger businesses. Based on sketchy
and incomplete data, it is estimated that small businesses own about
30 percent of the depreciable asset pool. If one accepts this esti-
mate for discussion purposes, larger businesses must get at least
twice as much benefit from any general depreciation change as
small businesses, assuming no cap on depreciation deductions. A
recent Treasury Depiartment revenue estimate indicates that about
20 percent of the revenue savings of ACRS will go to small busi-
nesses in fiscal years 1981-1986.

The kev benefit to small business from the depreciation changes
will be the vastly simplified recordkeeping burdens for deprecia-
tion expenses. Depreciation procedures under the pre-existing sys-
tem were of such complexity that many small businesses were
barred from fully utilizing the system. Thus, the Act will provide
more equal treatment of different sized firms in a given industry
by removing the practical inequities that exist under the current
system. The system will also provide audit certainty by specifying
cost recovery periods for all taxpayers, thereby eliminating a major
source of tax controversies. The same certainty and standardiza-
tion of rules will reduce the advantages of tax planning opportuni-
ties that on a practical basis are not available to many small busi-
nesses. On the negative side, it must be stated that depreciation
changes continue and expand the bias of our tax system toward
capital intensive businesses and away from labor intensive ones.

B. Investment Tax Credit Changes

Under current law most capital investments in personal property
are entitled to an investment tax credit (ITC) equal to 10 percent
of the basis of the asset. If the life of the asset is under seven years
only a portion of the investment credit is given. Under the Act, the
depreciation life of almost all assets has been shortened. Thus, to
maintain the current benefits of the I'TC, the eligibility life has also
been shortened. The investment tax credit changes are as follows:

\
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L. Amount of Credit

Under the Act, the credit is:

CURRENT
AMOUNT OF 1982 &
LIFE OF ASSET (YEARS) I'TC GIVEN THEREAFTER
()—under 3 vears 0% 0%
3—under 5 years 3.33% 6%
5—under 7 years 6.67% 10%
7 or more years 10% 0%

Small business will obviously get greater investment credits due
to the shortened life needed for full credits and thus possibly im-
prove captial retention opportunities. However, it must be recog-
nized, as in the case of the depreciation benefits, that small busi-
ness must be able to purchase the new equipment and have
offsetting tax liability in order to obtain the benefits of the invest-
ment tax credit.

2. Recapture of the Credit

The recapture provisions of the investment credit have been
changed to conform them to the new depreciation system.

3. Carrvover of the Credit

Under prior law, unused investment credits could be carried
back three vears and forward seven years. Pursuant to the Act, the
carryover period is extended to 15 years. This change will clearly
benefit small businesses. Tax credits are valuable only it there is a
tax hability to offset, i.e., there is taxable income. Small businesses,
especially those in the start-up, early growth, or loss phases, often
cannot use the credits generated in their early years and lose the
benefits. The expansion of the carryover period to 15 years will
give small business greater opportunity to use the credits gener-
ated by their capital investments.

4. Investment Credit At-Risk Limitation

Under prior law, there was no at-risk limitation on the allowance
of investment tax credits. Under the Act, the allowance of invest-
ment tax credits is subject to such'a limitation. Basically, the at-risk
rules limit investment tax credits to the extent that amounts are at-
risk. This provision may postpone or eliminate the allowance of
that portion of the credit attributable to nonrecourse financing.
However, borrowings from (or guaranteed by) Federal, state or lo-
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cal governments and amounts borrowed from banks, insurance
companies, credit unions, pension trusts and most other persons in
the business of lending money avoid the application of the new at-
risk rules. This “safe harbor™ is only applicable where there is an
at-risk amount equal to at least 20 percent of the asset basis. Special
at-risk rules apply to certain energy property. Real estate activities
are not subject to the at-risk rules.

This rule could have a substantial adverse impact on small busi-
ness. While the new at-risk rules were aimed at tax shelters, all sole
proprictorships, operating parterships, and Subchapter S corpo-
rations can be directly atfected. The February 18, 1981, effective
date may cause a loss of credits on 1981 returns for equipment pur-
chased since the beginning of the vear.

3. Used Property Limitation

Under the Act, the amount of used property eligible for the in-
vestment tax credit is to be raised from $100,000 to $150,000 in
two stages, 1o 3125,000 for 1981-84 and to $150,000 for 1985 and
thereafter.

small businesses, unlike large ones, cannot alwavs afford to pur-
chase new cquipment and rely heavily on significant amounts of
used equipment. Consequently, this provision will assist small busi-
nesses in upgrading their production facilities, thereby enhancing
their growth. :

At the same time, it must be recognized that anv limitation on
the amount of used cquipment qualifyving for the credit discrimi-
nates against small businesses because of their greater reliance on
such used equipment. The discrimination exists because of the rel-
atively low dollar amount allowed, especially in the current period
of high inflation. This can force small businesses to buv new equip-
ment at costs wiich mav impair their tinancial position, or require
theur to abandon the purchase and thus the benefits of the invest-
ment tax credit. The Act will assist in rcqucing this discrimination.

CLoExtension of Net Operating Loss Carryover Period

Under the pre-existing law, net operating losses of most busi-
nesses could be carried back three vears and forward seven years.
Under the Act the carryforward period for most businesses is ex-
tended to 15 years. This provision will provide benefits for small
business by extending the period in which it can utilize loss
carryovers to offset income generated in later vears.
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This is important because loss carryvovers are useful onlv if there
1s income to offset. Small businesses, especially those in the start-up
or early growth periods, often cannot fully wiilize net vperating
tosses. As a consequence, they lose the benefit of these losses
through the expiration of the carrvover period. The Act will allevi-
ate this problem.

« . .
D. Research angd Experimentation

The Act provides a 25 percent tax credit for sums expended as
cither in-house or contract rescarch expensces that are in excess of
the amount of such expenditures in the base period, usually the
preceding three vears. The credit applies 10 rescarch conducted
between July I 1981, and the end of 1985, T'o quaity the research
must be in an area in which the taxpayer is carrving on a trade or
business. Thus, the credit wonld not apply to pre-business start-up
rescarch costs, and mav create pass-through problems for’
noncorporate or Subchapter S corporate investors. The incremen-
tal_teature of the credit will prevent small business which spend a
constant vearly sum for research from benetiting. However, a com-
piany with no prior research and experimentation expenditures,
for example. a new company could reap substantial benefits from
this provision. Social science and humanities research is expressly
exchuded from the credit.

While this provision will provide significant benetits to the large
companies that are involved in ongoing rescarch. it will also be very
helptul 10 new high technology smail businesses. However, as the
credit is not refundable, it will not provide immediate benefits un-
less there is prior (3 vears), current or future (15 vears) wax liability
to offset.

E. Small Business Provisions

The Act includes seven provisions that are specifically desig-
nated as small business provisions. The changes relate to four
areas: corporate tax rates: accumulated earnings»surtax;
Subchapter § corporations; and inventory accounting. From a rev-
enue standpoint the total cost of these is no more than $230 million
in the peak year.

L. Corporate Tax Rate Reductions

The corporate income tax is currently progressive for the first
$100,000 of income and a flat rate theteafter. This provision re-
duces the tax rates on the two lowest brackets or the first $50,000
of taxable income as follows:
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Taxable Income Present Rate 1982 1983 and Later

$0-$25,000 17% 16% 15%
$25-$50,000 20% 19% 18%

However, the actual dollar value of this change for a corporation
with $100,000 of taxable income is Limited:

Tax on $100,000
of Income $926,750 $26,250 $25,750
Change : - =500 -1,000

While this provision will have a direct and immediate beneficial
imrpact on small businesses, the impact will be relatively minor.
Further work may be necessary for the implementation of the top
recommendation of the White House Conference on $mall Busi-
ness to substantially merease the amount of income subject to grad-
uation of the corporate income tax and reduce taxes in all brackets.
Nevertheless, the Act has made a start which is clearly in balance
with revenue and fiscal needs. )

2. Accumulated Earnings Credit

‘The accumulated earnings surtax is a tax penalty to prevent
closely-held corporations from avoiding the double taxation of
earnings* by not paying out dividends to shareholders. In
computing the tax base, a credit is allowed for earnings retained
for the reasonable needs of the business. Nevertheless, to many
small business persons the surtax is a deterrent to the accumulation
of capital for expansion and other operatihg‘needs.

As a result, this provision has generated numerous [RS chal-
lenges, particularly against businesses whose future capital needs
are unclear or unknown and which do not pay out dividends, i.e.,
small businesses. It has thereby producted costly and time
consuming taxpayer involement in the IRS appeals procedure, as
well as substantial litigation.

* Corporate income is taxed at two levels: once at e corporate
level in the form of the corporate income tax ~nd a second time
when dividends are taxed at the shareholde: ievel.

The Act justifiably increases the safe-harbor credit from
$150,000 to $250,000. Since 1975, when the accumulated earnings
credit was raised from $100,000 to $°50.000, inflation has gener-
ated substantial increases in costs which require additional>capital
for investments of the same general type. At the same time, sub-
stantially increased borrowing costs have required small businesses
to rely more heavily on the internal generation of capital for future
expansion and other needs. Generally, small businesses do not
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have the necessary s;)c(‘iﬁc plans for expansion which the law re-
quires to justifv accumulations of corporate carnings in excess of
the minimum credit. Thus, an increase in the credit adjusts for in-
flation and increased borrowings costs and provides a greater mar-
gin for the retention of carnings for future needs without the
threat of 1RS challenge.

3. Subchapter S Corporations

Subchapter S corporations are entities that are treated as corpo-
rations for legal purposes and parterships for tax purposes, thus
avoiding double taxation of income. Curvently Subchapter S corpo-
rations can have up to 15 individual sharcholders. The Act will
now allow up to 25 shareholders and certain testamentary trusts to
be considered as sharcholders.

4. Inventory Accounting

The Act provides for the simplification of last-in-first-out (L1IFQ)
inventory accounting for small businesses. Businesses with average
gross receipts of less than 82 million for the prior three vears are
allowed to use a single dollar-value LIFO pool, and taxpavers
switching to LIFO are given three years to take into income the in-
ventory write-downs from prior years. Also, the Treasury Depart-
ment is directed to issue regulations that would simplify the use of
dollar-value LIFO inventory-accounting through the use of pub-
lished government indexes.

The expanded availability of LIFO inventory accounting for
small businesses is an important, although highly technical, cle-
ment of the Act. Especially in times of high inflation, inventory ac-
counting can be a principal determinant of whether or not small
business tax liabilities accurately reflect real increases in taxable in-
come, In the case of labor intensive small businesses, inventory
costs are even more important than depreciation deductions and
are the principal investment acuvity.

Under current conditions, small businesses fail to make proper
adjustment Tor the effect of inflation in producing illusory, though
taxable, profits. This occurs because inventory systems based on
the historical cost of inventory, such as the first-in-first-out method
(FIFO), vield artificially low “cost of goods sold™ figures and, there-
fore, artificially high nominal taxable income. Businesses thus in-
cur ‘high tax labilities but replace those inventories at current
prices, causing some of the previcus nominal taxable income to
vanish.
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On this basis, many lairger businesses are converting to the more
realistic LIFO method of inventory accounting so as to make re-
ported inveatory costs more relevant to actual replacement costs.
However, the majority of smaller businesses will not convert to
LIFO, because the LIFO rules are very complex and because there
are various one-time additional and adverse consequences associ-
ated with conversion. Thus, they are forced to operate under a
most incquitable svstem of inventory tax rules, which have little rel-
evance for true inventory costs and which materially damage their
ability to retain carnings for capital investment and productivity
growth, '

Inventory accounting simplification, like depreciation simplifica-
tion and acceleration. will substantally improve capital retention
by small businesses. While depreciation simplification focuses on
the capital needs of capital intensive smal} businesses. inventory ac-
counting simplification primarily benefits small businesses.

F. Other Business Provisions With a Small Business Impact

1. Stock Options

In 1976 the Congress enacted a provision that would phasc-out
stock option plans. At the time it was felt that richer individuals
were being given an unfair ol o defer income. Many small busi-
nesses, especially high technology and other large growth potential
companics, complained that the loss of this provison removed a de-
vice that could be used to hire or retain kev individuals and thev
strongly pushed for reinstatement. :

The Act reinstates the stock options provision of prior law. Un-
der the new provision, there will be no tax consequences when an
ncentive stock option is purchased, or when the employee exer-
cises the option. The employee will be taxed at capital gains rates
when the stock received on exeruising the option is sold. The em-
ployee must not dispose of the stock within two vears after the op-
tion is granted and must hold the stock for one vear to get long-
term capital gains treatment.

This provision should be helptul in increasing the ability of small
businesses operating in corporate form to attract and retain key
management personnel who might otherwise leave by providing
the opportunity for them to acquire an interest in the business,
Enabling the management-of a business to have a proprietary in-
terest in its profitable operation will encourage expansion and de-
velopment of the business.
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2. Targeted Jobs Tax Credit

In 1977 the so-called New Jobs Tax Credit (NJTC) was enacted.
Lt was a tax credit ted to the incremental increase in pavrolls and
number of emplovees with a maxiinum available credit of $200,000
per emplover. In 1978 this credit was changed from a general to a
targeted credit that applied to seven groups of people who were
considered disadvantaged or difficult to place in jobs. The provi-
sion now passed has renewed the credit for one vear.

Testimony by the Treasury Department on the subject indicated
that a significant amount of the credit went to cooperative educa-
tion students, and about two-thirds of emplovers applied for it
retroactively, te., hiring an individual and later discovering the
worker qualified for the credit. Thus, under the new law, retroac-
tive certifictions are eliminated and only cooperative education stu-
dents who are also cconomically disadvantaged will be eligible tor
the credit. Also, AFDC, WIN registiants and Vietnam veterans are
now ilso eligible to receive the credit.

From a small business standpoint, the original jobs tax credit was
uscelul even though small business was not the main beneficiary of
the provision. The targeted credit, while useful, was less helpinl.
The repeal ot the NJTC eliminated one of the rew provisions that
encouraged Libor rather than capital invesunents.

3. Employee Stock ()'u'n('r,s/zl'p Plans (ESOPs)

In the past, the investment-based tax credit for ESOPs has pre-
vented many labor intensive corporations from establishing such
plans. The Act reorients the ESOP rules to pavroll costs in contrast
to invesunent in property.

In addition, the Act liberalizes the rules that allow an emplover
to dedurt contributions to a leveraged ESOP, which is one that bor-
rows to purchase emplover securities. The limit for deductible con-
tributions has also been increased. Under the Act, amounts con-
tributed by an employer to a leveraged ESOP and applied by the
plan to the pavment of princiapl incurred to purchase emplover se-
curitics will be subject to a deduction limitation of 25 percent of
the participants’ compensation. For amounts applied to interest on
the loan, the deduction is unlimited.

These changes should make ESOPs more available for small
businesses.

4. Windfall Profit Tax and Other Energy Prouvisions

The Act made a number of changes in the Windfall Profit Tax
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and other ene: gy provisions that will provide some beneﬁts to cer-
tain energy-related small businesses.

First, independent producers, who after December 30, 1980, ob-
tain oil from stripper wells which produce 10 barrels or less of oil
each day for 12 consecutive months, will now have their oil taxed at
the 30 percent rather than the 60 percent rate.

Second, the tax rate on newly discovered oil is to be decreased
from the current 30 percent rate to 15 percent over a five year pe-
riod as follows:

1981 30%
1982 27 %%
1983 25%
1984 22%%
1085 ‘ _ 20%
1986 and Thereafter 15%

Thus, small businesses that own or are involved in the produc-
tion. of petroleum properties will get relief from certain aspects of
the windfall profits tax.

5. Leases

Under prior law, .hree-party financing leases (" ‘leverage” leases)
were widely used to transfer tax benefits from lessees, who didn’t
have enough tax liability to absorb them, to lessors who could. This
took place even though such leases were subject to restrictive IRS
guidelines and unclear court decisions. The Act reflects the view
that leverage leases are an appropriate vehicle to facilitate the
transfer of depreciation benefits and investment tax credits and
should be made more available. Thus, it establishes a safe harbor
for leasing transactions that provides an exception to currentJuul-
cial and administrative guidelines controlllng them. Provided its
conditions are satisfied, the new provision guarantees that a trans-
action will be characterized as a lease for purposes of allowing in-
vestment credits and capital cost recovery allowances to the
nominal lessor. Lessors will be able to receive cost recovery allow-
ances and investment tax credits with respect to qualified leased
property. At the same time, it is expected that lessees will receive a
very significant portion of the benefits of these tax advantages
through reduced rental charges for the property, or cash payments
and/or reduced rental charges in the case of sale-leaseback
transactions.
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Recent evidence seems to indicate that the prime beneficiaries of
this provision will initially be the larger corporations that have sub-
stantial losses, for example, the automotive manufacturers, who
can receive cash benetits from the sale of their currently nnusable
tax attributes. The other direct beneficiaries will be those
companies that have substantial taxable income. Thev would be
able to buv equipment and lease it to corporations with little or no
taxable income. The lessor would thus receive the immediate use of
investment tax credits and depreciation allowances on the ma-
chines being leased. This wodld lower the lessor’s taxable income
and hence the tax liability. The lessee will be able to benefit from
deducting vent payments attributable to the lease. These rental
payments would be significantls less in many cases than the cost of
purchasing a new piece of equipment. This leasing method can
thus become another tax planning tool to reduce tax Lability.

.
L Savings Provisions Impactiv v on Small Businessen)

A Tax-Exempt Savings Certificate

The Act provides tor the creation of a tax-excmpt savitigs certifi- ~
cate. Under the terms of the provision, each taxpaver can exclude
trom income up o $1,000 of interest income earned on the certifi-
cate. By uts terns, the incentive is very attractive for taxpavers
the 30 percent or greater tax bracket. The certificates will pav in-
terest at 70 percent of the Treasury rate and be free from Federal
taxes. State mcome tax hability is wependent on cach state's law.
Issuing banks, thrifts and credit unions must'use at least 75 pereent
of the certificate proceeds for residential financing and agricultur-
al loans.

B. Rearement Accounts

The Act projubit, individual retirement account funds from be-
ing invested in so-called coilectibles atter 1981,

One purpose of individual retrement (Keogh & IRA accounts)
plans is to encourage capital formation by allowing individuals o
mvest various levels of funds tax-free to meet their retirement
needs. Before the Act, this investment could be in securities or vir-
tually any other assets—gold, jewels, art—items which contribute
nothing to capital formation and are at times more in the nature of
hobbies that are being given favorable tax treatment. Small busi-
nesses will benefit from the greater emphasis on capital formaton
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under the Act. However, small businesses involved in the sale of
collectibles may be adversely affected.

The Act also increases the deduction limit for contributions to
defined contribution H.R. 10 plans, simplified employee pensions
(SEPs), and Subchapter S plans to 15 percent of arrindividual’s net
earnings from self-employment up to $15,000. The prior ceiling
was $7.500. Th= amount of compensation whichk may be taken into
account to test for discrimination under these plans has been in-
creased from $100,000 to $200,000. In order to provide a similar
increase in the level of benefits permitied, the amount of compen-
sation which may be taken into account for purposes of determin-
ing benefit accruals under defined benefit H.R. 10 and Subchapter
S corporation plans has been increased from $50,000 to $100,000.
In addition, the annual contribution limitations. on Individual Re-
tirement Accounts (IRAs) has been raised from the lesser of $1,500
or 15 pereent of compensation to the lesser of $2,000 or 100 per-
cent of compensation. ‘The limit for spousal IRAs is increased from
$1.750 10 82,250 provided the spouse has no compensation for the
year and the couple files a joint return. These changes increase the
ability of small businesspersons to provide adequate retirement
benefits for themselves and/or their employees.

IV Estate and Gift Tax Changes

The changes in the estate and gift tax rules made by this Act are
the second major overhaul of these provisions in five vears, When
fully phased in, the changes made by the Act will greatly reduce
the number of people and estates subject to the tax.

These changes will have a substantial beneficial impact on small
business and should be regarded as one of the key elements of the
Act from a small.business standpoint. The estate tax is often per-
ceived as being inequitable because pre-existing law often forced
the sale of many tamily businesses or caused them to financially
burden themselves to the point of threatening their viabiliiy in or-
der to raise funds necessary to pay estate tax bills.

The following changes, all of which have a substantial small busi-
ness significance, have been made in the estate and gitt tax arca:

Lo Tucrease in Unified Credit

Estate and gift taxes were unificd in 1976 into a single progres-
sive rate structure that applies to cumulative gifts and bequests. A
unified creditis allowed against gross estate and gift taxes. Under
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the Act, the amount of the unified"c.redi[ increases for all taxpay-
ers; except nonresident aliens, from $47,000 to $192,800 over a six
year period. Under prior law, -the unified credit of $47,000 oper-

ated to exempt from estate and gift tax transfers up to $175,625.

Under the Act, the portion of an estate exempt from taxation will
be raised from the current $175,625 to $600,000 over the next six
vearsss follows:.

) Ye‘u’;‘ . Amount of Estate Excluded from Tax
1981 ' 8175,625
1982 225,000
1983 275,000
1984 ’ 325,000
1985 406,000
1986 . 7500,000
1987 and Therecafter o 600,000

The Act also changes the estate tax filing requirements to reflect
these changes. ) ’
These changes can be expected to exempt about 9Y9.7 percent of

future estates, thus exempting small and moderate-sized. estates.

from estate and gift taxes. This increase in the exclusion more than
compensates for prior intlation which cansed bracket creep in the
estate tax.

2. Tax Reduction

The maximum tax rate on a net estate js being lowered from the
current 70 percent to 50 percent in five percent increments from
1982-86. Thus, for the estate which has a small business as a major
asset, the increased exemption described above and the rate cut

. will substantially decrease potential estate tax liability.

.

3. Unlimited Marital Deductions

o
Under the Act, an unlimited estate and gift tax marital deduction
will be allowed for transfers between spouses. In the past, the es-
tate tax marital deduction was limited to the greater of $250,000A6r
one-Half of the decedent’s adjusted gross estate, and the gift tax

marital deduction was limited to the first $100,000 of inter-spousal

gifts and 50 percent of lifetime transfers in excess of .$200,000.
The Act also allows a decedent’s share of community property to

qualify for the marital deduction, a transfer not qualifying uader.

prior law. The Act also provides a terminable interest rule pursu-
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MARGINAL UNIFIED ESTATF. AND GIFT TAX RATES

< Fof Taxable*

Estates Above 1981 1982 1983 1984 1985 1986 1987
Cosaises T 2% 32% - - - - -
) 250,000 34% 34% 34% 34% 34% - -
500,000 37% 37% 37% 3% . 3% 37% 37%
750,000 39% 39% 39% 39% 39% 39% 39%
1,000,000 41% 41% 41% 41% 41% 41% 41%
1,250,000 43% 43% 43% 43% 43% 43%.. 43%
1,500,000 45% 45% 45% 45% 45%" 45% 45%
2,000,000 49% 49% 49% 49% 49% 49% 45%
2,500,000 53% . 53% 53% 53%  50% 50% 50%
3,000,000 57% 57% 57% 55% - 50% 50% 50%
-*To compute the exact tax fiability this table must be used in conjunction with the exclusion table
abowe. .

ant to which transfers of certain terminable interests can qualify
for the madrital deduction (such as a trust with a life interest for a
spouse with the remainder to the decedent’s chlldren) if a proper
election is made. %

The Act als6 substantially chdnges and simplifiés the taxation of
jointly held property. Under the Act, property held by spouses as
tenants by the entirety or joint tenants with the right of survivor-
ship will be considered to be owned one-half by each spouse for es-
tate tax purposes, regardless of how much each spouse actually
paid for the property. Thus, only one-half of the property is in-
cludable in the estate and the other one-half will be transferred
tax-free at the death of the first spouse.

These changes are of substantial benefif 1o small businesses. The
marital deduction change will allow a spouse to receive a small
business intact without any adverse Federal ¢state (or gift) tax con-
sequences. This change, in combination with those to the termina-
ble interest and\joint property rules will gfeatly increase estate
ptanning possibilities for small businesses, thereby further
reducing the impact of the estate tax on such entities.

i

4. Cyrrent Use Valuation of Farms and Closely-Held Businesses

" Generally, real property is includible in a decedent’s gross estate

at its fair market value based on its highest and best use. However,
- . under current law, real property.used as a farm or as part of a
. closely-held business may be included in the decedent’s gross estate
" at its current use value (generally below fair marke: value) provid-
ed certain requirements are met and an election to use such
valuation is made. Under prior law, the gross estate could not be
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reduced by more than $500,600. Under the Act, the limitation on
the reduction from fair market value is increased as follows:

YEAR OF l)EA'l.'H LIMITATION AMOUNT
1980 ' $500,000
1981 600,000
19892 R _ 700,000
1983 and thereatfter 750,000

In addition, the Act reduces the threshold requirements which
must be met for the use of the provision. These changes, with the
increase in the limitation amount, clearly broaden the scope and
use of this provision in a manuer highly beneficial for small
business.

5. Time for Payment of Estate Tax Attributable to Closely-Held
Interests )

Under prior law, i the bulk of a decedent’s estate consisted of an
interest in a closely-held business or businesses, the estate could
elect to defer tax liability for five vears and pay the estate tax due
in up to 10 vearly installments at a four percent interest rate. This
provision is applied to a tax liability of up to $1 million of estate
small business asscts.

Under the provisions of the Act, the portion of an estate that
must consist of qualified assets has been reduced from 65 percent
to 35 percent. In addition, this section is conformed with the cur-
rent provision of the Code that allows the redemption of stock at
favorable long-term capital gains rates to meet estate tax liabilities.
These changes will expand the availability of this provision for
small businesses.

6. Gift Tax Exclusion

The annual gift tax exclusion is raised from the current $3,000
to'$10,000 per year per person. This will allow small business own-
ers to pass on portions of their business to their heirs tax-free while
they are still alive.

. Transfers Within Three Years of Death

Under prior law, gifts made by a decedent within three years of
death were included in the decedent’s estate. Under the Act, such
gifts are no longer included in the gross estate except for certain
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limited purposes. Gifts of life insurance and certain transfers with \
retained interests remain subject to the three vear rule. This provi-
sion will increase estate planning flexibility for small businesses.

8. Basis of Property Recetved Within One Year of Death

Under prior law, the basis of property passing from a decedent
was generally the fair market value at the date of death. As a result
of this step-up in basis, any appreciation would avoid income tax.
Consequently, a donor could make a gift to a dying individual and
then have the property transferred back and get the stepped-up
basis.

Under the Act, this step-up is barred. The stepped-up basis rules
do not apply if the property is acquired by the decedent by gift
within one year of death, if the property transfers, directly or indi-
rectly, from the donee-decedent to the donor or.the donor’s
spouse. This provision will inhibit certain small business estate
planning techniques.

V. Tax Provisions of Special Import to Innovative Businesses

1. A 25 percent tax creditis allowed, an increase from a base peri-
od of certain eligible research and experimental expenditures re-
lated to a firm’s business. For out-of-house contracts or grants to
universities, 65 percent of the amount will be eligible. This provi-
ston, plus the first right of refusal to universities provided by P.L.
96-517 to inventions they make in performance of government
grants and contracts, has already created an explosion of interest
in collaborative R&D efforts with universities. One major universi-
ty reports that such interest has quadrupled in the last six months.

2. The amount which a taxpayer may deduct for contributing
new scientific equipment to a university or college for use in re-
search or science education is increased to the cost of making the
equipment plus half of the profit the taxpayer would have made by
selling the equipment at market value (up to twice the cost of mak-
ing the equipment).

3. Section 861 of the Internal Revenue Service regulations,
which requires that if a company has foreign income, a portion of
domestic R&D expenses must be treated as if it were spent abroad,
and not deducted from U.S. income as a business expense, is sus-
pended for two years. All domestic R&D expenses can now be de-
ducted from U. S. income. :

1 395 31,
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APPENDIX F—FEDERAL PROCUREMENT
FROM SMALL, MINORITY-OWNED,
AND WOMEN-OWNED BUSINESSES

Introduction

In FY 1980, Fed.ral Government procurement of goods and
services amounted to $110,246,822,000 in contract actions. Of this
amount, 90.49 percent ($99,661,412,000) was accounted for by
contract actions of more than $10,000.

Contract actions are more numerous than contracts; i.e., one
contract may involve more than one contract action. The various
kinds of contract actions are:

Initial letter contracts

Definitive contracts superseding letter contracts
New definitive contracts

Orders under reporting agency's contract
Modifications.

GSA Federal Supply Schedule

Orders under another agency's contract
Terminations for default

Terminations for convenience

Contract actions may involve obligation or deobligation of funds.
The reported data may also be in the form of corrections to previ-
ously reported data. However, problems associated with the com-
pleteness and timeliness of agency data encountered during the
start-up of the Federal Procurement Data System have been signif-
icantly reduced.

Primeé Contracts by Agency

Table F.1 contains the dollar volume in prime contract actions

~ over $10,000 by agency, and each agency’s awards to small,
#*  “minority-owned, and female-owned businesses in FY 1980. A total
of 54 agencies are reported for such procurement in FY 1480, the

dollar volumes ranging from $76,018,037,000 for the Department

of Defense to $33,000 for the National Capital Planning Commis-

sion. Total small business received $14.8 billion, including $10.6
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TasLe F.1—Federal prime contract actions over $10,000 by agency to small,
minority-owned, and female-owned business, FY 1980

[thousands of dollars])
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Minority-  Female-
Small Owned Owned
Agency Total Business Business  Business
Total 99 661,412 14,807,595 1914965 337,599
Executive Cffice of the President 2,983 898 — 76
Department of Agriculture 2,030,293 1,178,516 58,938 .0,694
Department of Commerce 220,768 94,002 24,604 2,578
Department of Defense 76,018,037 10,644,981 1,097,328 216,239
Department of Education 31,841 6,005 4,611 179
Department of Energy 7,883,483 302,308 59,975 3,422
Department of Health and Human Services 1,076,401 229,949 102,115 18,740
Department of Housing and Urban Development 59,421 13,834 3,676 182
" Department of the Interior 1,353,790 415909 194,368 10,423
Department of Justice 118,031 33,404 7,885 716
Department of Labor 332,208 66,698 22,667 2,613
Department of State 52,516 14041 5646 572
Department of Transportation 1,221,388 315,376 87,328 11,814
Department of the Treasury 262,044 25,604 7,769 75
Action 12,902 6,240 2,787 321
Administrative Conference of the U.S. 128 128 — —
American Battle Monuments Commission 49 — — —
Arms Control and Disarmament Agency 3,052 847 50 —
Board for International Broadcasting 112 112 — —
Civil Aeronautics Board 1,978 953 472 10
Commission on Civil Rights 215 133 126 30
Commodity Futures Trading Commission 1,909 21 — —
Community Services Administration 2,042 1,098 1,073 —
Consumer Product Safety Commission 5,487 1,293 1,069 30
Environmental Protection Agency 358,867 143,527 15,445 1,993
Equal Employment Opportunity Commission 15,374 1,772 1,289 —
Federal Communications Commission 5617 2,704 135 25
Federal Election Commission 733 5 . - —
Federal Emergency Management Agency 170,820 44,460 2,737 3,859
Federal Maritime Commission 300 198 33 —_
Federal Trade Commission 2,491 426 5 32
General Services Administration 1,213,410 395,563 46,453 15,615
International Communication Agency 13,771 4,338 1,513 209
International Development Cooperation Agency 228,480 38,304 18,801 7,037
International Trade Commission 389 42 — —
Interstate Commerce Commission 5,653 1,537 213 —
National Aeronautics and Space Administration 4324019 314,903 67,317 8,682
National Capital Flanning Commission 33 14 14 —_
National Foundation on the Arts and the Humanities 1,871 265 78 268
National Mediation Board 1,741 1,679 —_ —
National Science Foundation 156,403 4,356 475 998
National Transportation Safety Board 595 295 200 200
Nuclear Regulatory Commission 36,760 15,763 3,358 224
Occupational Safety and Health Review Commission 418 142 — —
Office of Personnel Management 576,954 —74,252 182 117
Pennsylvania Avenue Development Corporation 10,540 8,011 381 —
_Railroad Retirement Board 2,502 720 —
Securities and Exchange Commission 3471 1,207 15 —
Selective Service System 4,924 1,191 —




Tasre F.l—Continued

Small Business Administration 22,436 15,332 9,112 1,465
Smithsonian Institution 16,008 8,362 40 193
Tennessee Valley Authority 802,199 177,303 7.491 4,076
Veterans Administration 993,456 346,926 57,191 13,892
Water Resources Counci! 99 99 — —

Source: Federal Procurement Data Center Special Report 6238 of 24 April 1981.

billion at the Department of Defense and $1.2 billion at the De-
partment of Agriculture. Minoritv-owned business, including large
minority firms, received $1.9 billion, ranging from $1.1 billion at
the Departinent of Defense to zero at 12 agencies. Small and large
businesses owned by women, which are particularly difficult to
identify, received $338 million, ranging from $216 million at the
Department of Defense to zero at 19 agencies.

Subcontracts by Agency

Table F.2 contains subcontracts by agency to small and minority-
owned business in FY 1980, The subcontracts, which are in some
cases estimated, and are in addition 1o the prime contract actions
over 310,000 in Table F.1, are for construction prime contracts
over 31,000,000 and other prime contracts over $500,000. The
agencies listed are the top 20 agencies in terms of prime contract
actons over $10,000, after omisston ol the Office of Personnel
Management due to the nature of the subcontracts data.
Subcontracts were $13.3 billion 1o small business aud $748 million
to minority-owned business.

Shaves of Prime Contracts by Agency

Table F.3 contains the FY 1980 shares of small, minority-owned,
and female-owned business for the 40 agencies with the greatest
dollar volume of prime contract actions over $10,000, comprising
over 99.99 percent of the total dollar volume of such Federal
procurement. .

Small busiuess as a whole received 14.86 percent of the total.
The largest relative user of small business was the Pennsylvania Av-
cnue Development Corporation at 76.01 percent, followecl by the
Small Business Administration at 68.84 percent, the Department of
Agriculture at 58.05 percent, the Community Services Administra-
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Subcontracts To
Minority-
Prime Contract Small Owned
Agency Actions Over $10,000 Business  Business
Total, Top 20 Agencies 98,907,875 13,319,882 748173
Department of Defense ) - “76,018,037 10,823,652 452,296 .
Department of Energy 7,883,483 1,432,032 161,200
Nationgl Aeronautics & Space Administration 4,324,019 430,923 42,925
Department of Agricufture 2,030,293 59,748 5,400
Department of the Interior 1,353,790 105,369 15,086
Department of Transportation 1,221,388 60,600 25,600
General Services Administration 1,213,410 214970 11,634
Department of Health, Education, and Welfare 1,108,242 * 37,950 9,128
Veterans Administration 993,456 56,800 7,800
Tennessee Yalley Authority N 802,199 39,200 10,900
Environmental Protection Agency . 358,867 6,000 2,050
Department of Labor 332,208 25,700 2,812
Department of the Treasury ) 262,044 238 16
Intenational Development Cooperation Agency 228,480 3,893 —
Department of Commerce 220,768 4,154 360
Federal Emergency Management Agency 170,820 740 111
. National Science Foundation 156,403 14,069 495
Department of Justice 118,031 - 44 4
Department of Housing and Urban Development 59,421 3,800 316

ERI!

. TaBrLE F.2—Subcontracts by agency to small and minority-owned business, FY 1980
[thousands of dollars]

Department of State 52,516 — —

Note: The Office of Personnel Management has been omitted and the Department of Education combined

viith the Department of Health and Human Services, due to the nature of the subcontracts data. Subcontracts
are for construction prime contracts over $1,000,000 and other prime contracts over $500,000.
—Sources: Prime contract actions over $10,000 are from Federal Procurement Data Center Special Report
6238 of 24 April 1981. Department of Defense subcontracts are from “Companies Participating in the Depart-
ment of Defense Subcontracting Program, 4th Quarter, FY 1980" by the Directorate for Information, Operation
and Reports (DIOR). Civilian agency subcontracts are from identical letters of 27 May 1981, from Michael
Cardenas, Administrator of the Small Business Administration, to Senator Lowell P. Weicker, Jr, and Repre-
sentative Parren J. Mitchell.

tion at 53.77 percent, and the Smithsonian Institution at 52.24 per-
cent. Five other agencies were between 40 and 50 percent.

Small minority-owned business received 1.74 percent of the total.
The largest relative user of small minority-ownied business was the
Community Services Administration, which gave 52.55 percent of
its dollar volume to such businesses. The next largest relative user
was the Small Business Administration at 40.01 percent, fcllowed
by the Civil Aeronautics Board at 23.86 percent, Action at 21.60
percent, the Consumer Product Safety Commission at 19.48 per-
cent, the Department of Education at 14.48 percent, and the De-
partment of Commerce at 10.54 percent. Nine other agencies were
between 5 and 10 percent.
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TaBLE F.3—Share of small, minority-owned, and female-owned business in Federal

prime contract actions over $10.000 by agency, FY 1980

N

. Prime Minority-
Contract Owned
‘ Actions Small Business (percent)  Business Female-
T . Owned
Over $10,000 (percent) :
(thousands of ~ Minority- Business
Agency dollars) Owned Other Total Large  Total (percent)

Total $99,661,412 1.74 1312 148 018 1.92 0.34
Department of Defense $76,018,037 138 1263 1400 007 1.44 0.28
Department of Energy 7,883,483 0.76 307 383 0.0 0.76 0.04
National Aeronautics and Space Administration 4,324,019 15 573 728 001 1.56 0.20
Department of Agricutture 2,030,293 2.79 5526 5805 0.11 2.90 0.53
Department of the Interior 1,353,790 6.87 2385 3072 748 1436 0.77
Department of Transportation 1,221,388 661 1921 2582 054" 715 0.97
General Services Administration 1,213,410 379 2881 3260 0.04 3.83 1.29
Department of Health and Human Services 1,076,401 9.07 1229 21.36 0.4 9.49 1.74
Veterans Administration 993,456 573 29.19 3492 0.3 5.76 1.40
Tennessee Valley Authority 802,199 0.63 21.47 22.10 - 0.30 0.93 0.51
Office of Personnel Management 576,954 0.03 -12.90 -12.87 — 0.03 0.02
Envionmental Protection Agency 358,867 427" 3572 3999 0.3 4.30 0.56
Department of Labor 332,208 6.70 1337 2008 0.2 6.82 0.79
Department of the Treasury 262,044 253 724 977 044 2,9 0.03
International Development Cooperation Agency 228,480 763 913 1676 060 823 3.08
Department of Commerce 220,768 1054 3204 4258 060 11.14 1.17
Federal Emergency Management Agency 170,820 1.60 2443 26.03 .00 1.60 2.26
National Science Foundation 156,403 030 248 279 — 0.30 0.64
Depactment of Justice 118,031 499 2331 2830 169 6.68 0.61
Department of Housing and Urban Development 59,421 6.19 17.09 23.28 —_ 6.19 0.31
Department of State 52,516 1.86 2488 2674 889 10.75 1.09
Nuclear Regulatory Commission 36,760 862 3426 42.88 052 9.13 0.61
Department of Education 31,841 1448 438 1886 — 1448 0.56
Small Business Administration 22,436 40.01 2833 6834 061 . 406l 6.53
Smithsonian Institution * 16,008 025 5199 5224 — 0.25 1.21
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TABLE F.3—Continued

Prime Minority-
Contract ' Owned

Actions Small Business (percent)  Business Female-
" owrsiooe (percent) 0"

(thousands of ~ Minority- Business

Agency dollars) Owned Other Total Large Total  {percent)
Equal Employment Opportunity Commission - 15,374 838 314 1153 — 838 —
international Communication Agency 13,771 022 3128 3150 1077 1099 1.52.
Action 12,902 2160 26%6 4836 — 2160 2.49
Pennsylvania Avenue Development Corporation 10,540 361 72:39 76.01 — 3.61 —
Interstate Commerce Commission 5,653 377 2342 21.19 —_ n —
Federal Communications Commission 5.617° 240 4574 48.14 — 2.40 0.45
Consumer Product Safety Commission 5,487 19.48 408 2356 — 19.48 0.55
Selective Service System 4924 — 2419 2419 — — —
Securities and Exchange Commission 3,471 0.43 3434 3477 — 0.43 —
Arms Control and Disarmament Agency 3,052 1.64 2611 27.75 — 1.64 —
Executive Office of the President 2,983 — 3010 30.10 —_ — 2.55
Railroad Retirement Board 2,502 — 2878 2878 — — —
Federal Trade Commission , 2,491 020 1690 1710 — 0.20 1.28
Community Services Administration 2,082 5255 122 5371 — 5255 —
Civil-Aeronautics Board 1,978 23.86 2432 4818 — 2386 0.51
Other 14 Agencies 8,592 463 3245 3708 062 5.25 5.80

Source: Federal Procurement Data Center Special Report 6238 of 24 April 1981.
&
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Other small business received 13.12 percent of the wotal. The
largest refative user of other small business was the Pennsylvania
Avenue Development Corporation, which gave 72.34 peréent ot its
dollar volume to such businesses, followed by the Deparunent of
Agriculture at 55.26 percent, the Smithsonian Instication at 51.99
percent, and the Federal Communications Commission at +45.74
percent. Six other agencies were between 30 and 40 percent.

- Large minority-owned business received 018 percent of the to-

tal. Three agencies used large minoritv-owned businesses for more
than 7 percent of their dollar volumes: the International Commu-
nication Agency at 10.77 percent, the Department of State at 8.89
percent, and the Department of the Interior at 748 percent, With
thé L\(Cl)ll()l] of the Deparunent of Justice at L.69 percent, all
other agencies were below 1 percent,

Minoritv-owned business as a whole received 1.92 percent of the
total. The largest relative users of minority-owned business were
the Commuinity Services Administration at 52.55 percent, the Small
Business Administration at 40.61 percent, the Civil Aeronautics
Board at 23.86 percent, Action at 21.60 pereent, the Consumer
Product Safety Commission at 19.48 percent, the Department of
Education at 1448 percent, and the Department of the Interior at
1436 percent. Three other agencies were between: 10 and 14
pereent. '

- Femalg-owned business received 0.34 percent of the wotal. ‘The
Livgest relative user of female-owned business was the Small Busi-
ness Administration at 6.53 percent, followed by the International
Development Cooperation Agencey at 3.08 percent, the Executive
Office of the President at 2.55 percent, Action at 2.49 percent, and

o the Federal Emergency Management Agency at 2.26 percent. Eight
other agencies were between T and 2 percent.

Share of Prime Contracts by Product/Service

Fable F.4 contains the FY 1980 shares of small, small minority-
owned, and female-owned Business in prime contract actions over
310,000, classified by product/service rather than by agency.
Shares are also given for the subtotals of research and develop-
ment (R&D), other services, and supplies and gquipment. "Fhe

+ shares of R&D are in cach case the l(mcsl ,\»erl)c{h‘ucs ol other
services the highest, and the supplies and’ cquipment shares in
benween, ‘

The share of total small business was grearer than 70 percent in
four categories: 79.83 pereent in clothing, individual equipment,

o - o
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TasLe F.4—Federal prime contract actions over $10,000 by product/seruic; .
to small, small minority-owned, and female-owned business, FY 1980

Prima Contract * Small Mincrify- Female-Owned

Product/Service Actions Over $10,000 Total Snfail Business Owned Business Business

) (thousands of dolars) {percent) {percent) (percent)
Total 99,661,412 14:86 1.74 0.34
Subtotal, Research and Davelopment 14,318,089 6.73 0.65 0.13
Agriculture 4839 23.74 — —
Community Services & Development 8942 22.15 15.60 1.23
Defense Systems 6,636,924 n 0.18 0.05
Defense-Other 1,205,142 20.04 0.63 0.23
Economic Growth & Productivity 25,822 428 0.64 0.28
Education 104,858 6.46 3.38 0.62
‘Energy 967,631 8.49 1.75 0.10
Environment 208,994 37.45 3.50 0.65
o General Science & Technology 118,906 6.25 0.32 —
= Housing 17,418 -099 -3.07 —
Income Security 557 18.31 — —_
International Affairs & Cooperation 2,337 475 —_ —_
Medical , 456,226 8.04 1.14 0.13
Natural Resources 14,933 38.60 0.39 0.24
Social Services 1,882 — — —
Space 3,158,142 2.17 0.25 0.12
Transportation 128,867 36.52 9.02 1.01
Mining 34979 42.89 5.82¢ 0.94
Other Research & Development 1,220,690 9.80 1.50 0.24
Subtotal, Other Services & Construction ) 33,838,278 20.02 3.25 0.56
Natural Resources Management 316,044 28.83 3.33 0.62

Social Services 749,137 423 0.18 0.07 .
Quality Control, Testing & Inspection 162,664 10.24 0.60 0.05
Maintenance, Repair & Rebuilding of Equjpment 3,142,145 18.10 0.88 0.45
Modification of Equipment . 949,906 2.95 0.25 0.02

Technical Representative Services o 795,031 3 ‘ U 1.31 0.56 019 ,

Q . Operation of Government-Owned Facilities 6,953,751 ~ 073 , 014 0.05 -

EMC - v .
v
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TasLe F.4—Continued

»

Prime Contract Small Minority- Female-Owned

Product/Service Actions Over $10,000 Total Small Business Owned Business Business

{thousands of dollars) (percent) {percent) (percent)
Instaliation of Equipment 82,954 23.90 6.31 1.24
Salvage Service 16,708 50.25 2.18 0.10
Dependent Medicare Sarvices 5,019 — — —
General Health Care Services 109,239 19.72 10:84 2.88
Laboratory Testing Services 10,779 35.26 — —
Nursing & Nursing Home Care 45,179 72.86 02t 1.77
Specialized Medical Services 31,412 35.61 8- 0.10
Other Medical Services 40,755 23.52 #488 175
Architect & Engineer Services 1,489,083 25.87 ‘a2 0.33
Automatic Data Processing Services 646,762 21.75 9.14 0.84
Management & Professional Services 2,678,605 15.39 493 1.35
Special Studies & Analyses 918,894 21.713 5.17 0.75 H
Utilities 2,808,342 0.20 0.02 ™ 0.00
Housekeeping Services 841,748 77.91 34.83 2.31
Photography, Mapping, Printing & Publishing 88,242 -21.79 22.03 3.99
Training Services 605,049 13.56 3.84 4.44
Transportation & Travel 1,401,277 17.96 0.49 . 0.89
Lease or Rental of Equipment 564,518 15.23 1.30 0.24
Lease or Rental of Facilities 163,015 49.23 1.36 2.19
Construction of Structures & Facilities 5,963,851 32.84 3.43 0.34
Maintenance, Repair & Alteration of Reat Property 2,258,169 67.63 848 1.01
Subtotal, Supplies & Equipment 51,505,045 13.73 1.05 0.25
Weapons 710,845 14.43 4.66 0.16
Nuciear Ordnance 614571 0.43 0.02 0.01
Fire Control Equipment 774,861 4.65. 0.07 0.09
Ammunition & Explosives 1,529,871 14.82 1.u3 0.18
Guided Missiles 3,951,918 1.38 —0.00 0.01
Aircraft & Airframe Structural Components 7,328,865 1.40 0.10 0.02 i

1
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’Y‘ABLE F.4—C ntinued

.

(o] 3
“" Prime Contract Small Minority- - Female-Owned
Product/Service ' Actions Over $10,00v  Total Small Business Owned Business Business
{thousands of dollars) (percent) =2 (percent) . (percent)
Aircraft Components & Accessories , 766,118 1267 "0.24 012 -
Aircraft Lauhching, Landing & Ground Handling Equip- .
ment 148,171 66.23 1.85 0.44
Space Vehicles * 6L 226 1.45 0.27 ,0.02
Ships, Small Craft, Pontoons & Floating Docks 3,307,877 2.69 0.16 0.03
Ship & Marine Equipment 80,018 47.05 168 0.19
Railway Equipment 11,997 18.03 265 —
Ground Effect & Motor Vehicles, Trailers & Cyrles : \ 1,283,467 6.66 0.93 0.19«
Tractors 43,456 16.02 — - 227,
Vehicular Equipment Components 446,187 29.75 ‘115 1.47 .
Tires & Tubes ' - 65,685 2891 — —
Engines, Turbines & Components © 3,932,546 2.34 0.05 0.04
Enginé Accessories 9 s 620,521 9.26 0.26 0.21
Mechanical Power Transmission Equipment o 58,879 36.18 0.50 0.54
Bearings < 73,947 13.09 0.22 0.21
Woodworking Machinery & Equipment 1601 26.42 — - !
Metalworking Machinery -~ 283,474 15.67 0.09 0.37
Service & Trade Equipment 16,500 56.95 0.92 0.09
Special Industrial Machinsry > 110,906 15.92 M 0.09 0.13
Agricultural Machinery & Equipment 7,898 45.10 1.35 6.50
" Construction, Mining & Highway Maintenance
Equipment* 119,049 38.43 1.84 0.69,
Materials Handling EquWent H 163,800 3035 0.54 0.39
Rope, Cable, Chain & Fittings 31,420 50.80 0.87 0.24
Refrigerating & ‘Air Conditioning & Circulating @ ) .
Equipment 114,228 41.84 1.47 037 ¢
Fire Fighting, Rescue & Safsty Equipment' 142,677 51.88 1.36 057
Pumps & Compressors 156,534 23.74 193 0.94
Fumace, Steam Plant & Drying Equipment & Nuclear Re- o
actors 322,118 873 0.02 006 °
~N +
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) . TaBLE F.4—Continued
) Prime Contract, Small Minority- Female-Owned

Product/Service . Actions Qver $10,000  Total Small Business Owned Business Business

(thousands of dollars) (percent) (percent) (percent)
Plumbing, Heating & Sanitation Equipment 31,218 61.68 9.77 1.37
Water Purification & Sewage Treatment Equipment 20,829 55.32 ©21.25 0.52
Pipe, Tubing, Hose & Fittings . 111,459 36.70 0.99 0.91
Valves . 107,344 45.60 , 0.43 0.15
Maintenance & Repair Shop Equipment - 456,880 18.06 0.86 0.15
Hand Tools - 23613 45.56 2.75 1.82
Measuring Tools 5814 4493 0.88 —
Hardware & Abrasives 110,917 40.41 2.06 1.10
o Prefabricated Structures & Scaffolding 80,671 43.99 0.60 0.60
. i Lumber, Millwork, Plywood & Veneer 41,262 72.80 0.09 6.78
i f;g Construction & Building Materials 121,605 32.07 1.02 8.40

© Commupication, Detection & Coherent Radiation Equip-
ment 5,538,713 7.34 0.81 0.07
Electical/Electronic Equipment Com ponents » 872,480 22.46 1.32 0.27
+ Fiber, Optics Materials, Components, Assemblies, &
Accassories ) 157 — — —
Electric Wire & Power Distribution Equipment 612,738 23.42 -2.68 0.95
Lighting Fixtures & Lamps - 42,339 41.00 3.04 131
- Alarm & Signal Systems 23,240 51.67 11.45 —
Medical, Dental & Veterinary Equipment & Supplies 514,554 15.01 0.74 1.14
Instruments & Laboratory Equipment : 987,108 21.32 0.96 0.32
Phatographic Equipment - 122,635 17.49 0.31 0.28
Chemicals & Chemical Products 127,227 < 43.02 1.51 0.14
Training Aids & Devices 632,270 11.65 _ 0.31 0.24
N " General Purpose ADP (Support) Equipment, Software & , '
Supplies * - 760,767 22.28 ' 2.7 0.24
Furniture . 74,152 36.82 5.37 0.38
Household & Commercial Furnishings & Appliances 55,409 1 56.84 1.06 1.95
. . . <) .
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TABLE F.4—Continued
Prime Contract Small Minority- Female-Owned

Product/Service Actions Over $10,000  Total Smal! Business Owned Business Business
(thousands of dollars) (percent) (percent) (percent)

Food Preparation & Serving Equipment 41,015 56.40 0.11 1.65

Office Machines & Visible Record Equipment 46,965 16.10 093 ’ 0.51

Office Supplies & Devices 120,915 3858 0.45 5.49

Books, Maps & Other Publications 61,014 28.88 5.28 0.72

- Musical Instruments, Phonographs & Hometype Radios 2,839 25.08 — —
Recreational & Athletic Equipment 6,565 4391 3.00 0.49

Cleaning Equipment & Supplies 63,590 37.48 — —

Brushes, Paints, Sealers & Adhesives 78,681 35.02 2.74 0.08

Containers, Packaging & Packing Supplies 84,650 60.33 5.58 —-0.05

x Textiles, Leather, Furs, Apparel & Shoe Findings, Tents, &

< Flags 197,596 56.62 0.18 1.55
Clothing, Individual Equipment & Insignia 610,813 79.83 0.69 3.20

Toiletries 72,708 2.26 — —

Agricultural Supplies 12,459 42.05 0.67 0.25

Live Animals 4,891 54.86 1.33 KRV

Sbbsistence 3,059,460 471 1.29 0.29

Fuels, Lubricants, Oils & Waxes . 1,041,866 18.08 3.43 0.08

Nonmetallic Fabricated Materials 52,817 32.57 0.10 1.48

Nonmetallic Crude Materials 43,840 31.40 0.15 473

Metal Bars, Sheets & Shapes 207,875 22.38 1.16 1.08

Ores, Minerals & Their Primary Products 74,588 5.65 0.11 0.11

Miscellaneous 318,266 22.41 1.77 1.40

Source: Federal Procurement Data Center Special Report 699B of 23 July 1981,
A -
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and insignia; 77.91 percent in housekeeping services; 72.86 per-
cent in nursing and nursing home care; and 72.80 percent in lum-
ber, millwork, plywood, and veneer.

The share of small minority-owned business was greater than 15
percent in four instances: 34.83 percent in housckeeping services;
27.25 percent in water purification and sewage treatment equip-
ment; 22.03 percent in photography, mapping, printing, and pub- -
lishing: and 15.60 percent in community services and development
R&D. ‘

‘The share of total female-owned business was greater than 5 per-
cent in four categories: 8.40 percent in construction and building,
materials; 6.78 percent in lumber, millwork, phywood, and vencer;
6.50 percent in agricultural machinery and equipment; and 5.49
percent in otfice supplies and devices.
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APPENDIX G—FEDERAL AGENCIES SMALL BUSINESS
OFFICES

The following is an alphabetical listing of all government depart-
ments and independent agencies offering a variety of services to
small business.

It is not intended to be a complete listing of all government pro-

“grams from which small business may benefit,.but is a good refer-
ence source to help small businesses pinpoint additional programs
which may be of value.

AGENCY FOR INTERNATIONAL DEVELOPMENT (AID)
Personnel Locator: (202) 632-3628
Procurement: (703) 235-9813
Program: Foreign Trade Opportunities I
Type of Aid: Information to U.S. Firms on AID-Funded Programs,
Contact: Small Business Office-
Agency for International Development
Washington, D.C. 20523
Phone: (202) 235-1822
For information contact:
Mr. R.C. Malley
Director
Office of Small and Disadvantaged
Business Utilization
Agency For International Development
Washington, D.C., 20523
Phone: (202) 235-1822

DEPARTMENT OF AGRICULTURE
Personnel Locator: (202) 447-2791
Procurement: (202) 447-2547
For information contact:
Otffice of Small and Disadvantaged
Business Utilization
U.S. Department of Agriculture
14th and Independence Avenue, S.W.
Washington, D.C. 20250
Phone: (202) 447-7117
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- COMMERCE DEPARTMENT

Personnel Locator: (202) 377-2000

Procurement: (202) 377-2773

Office of Business Liaison )

Program: Business Assistance

Contact: Business Assistance Staff
Office of Business Liaison
Department of Commerce
Washington, D.C. 20230

Phone: (202) 377-3176

Type‘of Aid: Counseling and Information

International Trade Administration
Program: Interagency Conferences on Small Business Export and
Investment

Type of Aid: Export Assistance

Contact: Any ITA or SBA District Office

Program: Minority Business Export Assistance

Type of Assistance: Technical Assistance

Contact: Minority Business Export Assistance Staff
International Trade Administration
Department of Commerce
Washington, D.C. 20230

Phone: (202) 377-5776

Minority Business Development Agency

- Program: Bank Development

Type of Aid: Management Training and Technical Assistance
Contact: MBDA Regional Offices

Program: Business Development Organizations
Type of Aid: Management Assistance
Contact: MBDA Regional Offices

>rogram: Business Enterprise Development
Type of Aid: Grants and Cooperative Agreements
Phone: (202) 377-3816

- Program: Capital Development
Type of Aid: Management and Technical Assistance
Phone: (202) 377-3237

Program: Construction Contractor Assistance Centers
Type of Aid: Construction Contracting Assistance
Phone: (202) 833-1840




Program: Contract Support Services
Type of Aid: Specialized Services
Phone: (202) 377-3024

Program: Minority Busineis Opportunity Committees
Type of Aid: Procurement Assistance
Phone: (202) 377-5187

Program: Research
Type of Aid: Specialized Services for MBDA Clients
Phone: (202) 377-3163 ' .
For information contact:
Director
MBDA
Department of Commerce
Washington, D.C. 20210
Phone: (202) 377-5061

DEPARTMENT OF DEFENSE
Personnel Locator: (202) 697-1759
Procurement: (202) 697-1481 oy
Office of Small and Disadvantaged
Business Utilization Contact:

Mrs. Norma Leftwich

Director

OSDBU -

Department of Defense

The Pentagon, Room 2A340

Washing[on, D.C. 20307
Phone: (2022) 694-1151

Air Force
Personnel Locator Civilian: (202) 695-4582
Personnel Locator Military:  (202) 695-4803
Procurement: (202) 697-7764
Office of Small and Disadvantaged
Business Utilization Contact:

Mr. Donald Rellins

Director

OSDBU

Department of Defense

Department of the "Iir Force

Room 4C255—The Pentagon

Washington, D.C. 20330
Phone: (202) 697-4126




Army
Personnel Locator: (202) 697-8257
Procl,brement: (202) 274-6593
Office of Small and Disadvantaged
Business Utilization Contact;:
Ms. Juanita Watts
Diréctor
OSDBU )
Department of Defense
Department of the Army
Room 2E577—The Pentagon
Washington, D.C. 20301
Phone: (202) 697-2868

Navy '
Personnel Locator Civilian:©  (209) 695-4621
Personnel Locator Military:  (202) 695-3667
Office of Small and Disadvantaged
Business Utilizatior. Contact:

Mr. Richard D. Ramirez

Director

OSDBU

Department of Defense

Department of the Navy

Room 400

Building 5 Crystal Plaza

Washington, B.C. 20360
Phone: (202) 692-7122

Marine Corps

Personnel Locator Civilian: (202) 694-1300
Personnel Locator Military:  (202) 694-2 182
Procurement: (202) 694-2629

DEPARTMENT OF EDUCATION
Personnel Locator: (202) 245-3192
Procurement: (202) 245-8160
- Office of Small and Disadvantaged
Business Utilization Contact:

Mr. Don Neenan

Acting Director

OSDBU
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Department of Education
400 Maryland Avenue
ROB-3, Room 5910
Washington, D.C. 20202
Phone: (202) 245-8160

DEPARTMENT OF ENERGY

Personnel Locator: (202) 252-5000 ‘
Procurement: (202) 252-1370
Office of Small and Disadvantaged
Business Utilization Contact:
Mr. John Shepard
Director
OSDBU
Department of Energy
1000 Independence Avenue, S.W.
Washington, D.C. 20585
Phone: (202) 252-8201
Program: Office of Minority Economic Impact
Type of Aid: Loans, Grants, Research
Phone: (202) 252-8383

ENVIRONMENTAL PROTECTION AGENCY
Personnel Locator: (202) 382-2090
Procurement: (202) 382-2368

Program: Minority Business Eniterprise (MBE) Construction Grants

Type of Aid: Contract Assistance

Program: Women’s Business Enterprise Procurement and Contracts
Management
Type of Aid: Procurement Assistance
For information contact:
Bob Knox
Director
Office of Small and Disadvantaged
Business Utilization
U.S. Environmental Protection Agency
401 M Street, S.W.
Washington, D.C. 20460
Phone: (202) 755-0393

EXPORT-IMPORT BANK
Personnel Locator: (202) 566-4647
Procurement: (202) 566-8856
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Program: Minority' Bank Export Sales Financing -
Type of Aid: Technical Assistance
Contact: Senior Loan Officer
Export-Import Bank -
811 Vermont Avenue, N.W.
Washington, D.C. 20571
Phone: (202) 566-4687

Program: Small Business Advisory Service
Type of Aid; Export Counseling
Contact: Office of Public Affairs
Export-Import Bank
811 Vermont Avenue, N.W.
Washington, D.C. 20571
Phone: Toll-free hotline from 8:30 a.m. to 4:30 p.m.
(800) 424-5201 or 02
. In Washington, D.C. phone: 566- 8860
For Additional Information Contact:
Mr. Paul Stavrou
Diréctor
Office of Small and Disadvantaged
Business Utilization
Export-Import Bank
811 Vermont Avenue, N.W.
Washington, D.C. 20571
Phone: (202) 566-8951

FEDERAL EMERGENCY MANAGEMENT AGENCY
Personnel Locator: (202) 287-0440
Procurement: (202) 287-3826

FEDERAL HOME LOAN BANK BOARD
For information contact:
Mr. Albert Cook
Director
Office of Small and Disadvantaged Business Utilization :
Federal Home Loan Bank Board '
1700 G'street, N.W. :
Washington, D.C. 20552
Phone: (202) 377-6245

Program: Federal Insurance Administration

Type of Aid: Crime Insuranct;,
Flood Insurance, and
Urban Property Insurance [Riot Reinsurance and
Fair Access to Insurance Requirements (Fair) Plans]
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" Contact: Administrator

Federal Insurance Administration
Washington, D.C. 20410
fPhone: (202) 287-0750 .

FEDERAL TRADE COMMISSION

Personnel Locator: (202) 523-3625

Procurement: (202) 376-7916

For information contact:
Mr. Robert Walton
Director | \
Office of Small and Disadvantaged Business Utilization
Federal Trade Commission
600 E Street, N.W.
Washington, D.C. 20435

Phone: (202) 376-7916

GENERAL SERVICES ADMINISTRATION
Personnel Locator: (202) 472-1082
Procurement (202) 472-1658
Program: Buszness Service Centers
Type of Aid‘ Procurement Assistance
Contact: Director of Business Services
General Services Administration
18th and F Streets, N.W.
Washington, D.C. 20405
\Phone (202) 566-1240

Pr\()gram: Sale of Federal Surplus Property
Type of Aid: Purchasing Assistance
Conta\c\gz GSA Regional Field Offices |
“Region I

Business Service Center

General Services Administration

John W. McCormack Post Otfice and Courthouse

Boston, Massachusetts 02109

Region II

Buginess Service Center

General Services Administration

26 Federal Plaza

New York, New York 10007
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Region 111 )
Business Service Center (for MD, VA, WV, DC)
General Services Administration

. 7th and D Streets, S.W.

R(gom 1050

Washington, D.C. 20407

Region IV
‘Business Service Center
General Services Administration
Richard B. Russell Federal Building
U.S. Courthouse
75 Spring Street, S.W.
Atlanta, Georgia 30303
Region V
Business Service Center
General Services Administration
230 South Dearborn Street
Chicago, Illinois 60604
Region VI
Business Service Center
General Services Administration
1500 East Bannister Road
Kansas City, Missouri 64131

Region VII
Business Service Center (AR, LA, TX, NM, OK)
General Services Administration
819 Taylor Street
Fort Worth, Texas 76102

Gulf Coast Business Service Center (Gulf Coast
from Brownsville, Texas to New Orieans, LA
General Services Administration
FOB Courthouse
515 Rusk Street
Houston, Texas 77002
Region VIII
Business Service Center
General Services Administration
Building 41
Denver Federal Center ¢
Denver, Colorado 80225
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Region IX .
Business Service Genter (No. CA, HI, NV except
‘Clark County)
General Services Administration
595 Market Street s g
San Francisco, California 94105 '

" Business Service Ceater (Los Angeles, So. CA, Clark County,
NV, AZ;
General Services Administration
300 North Los Angeles Street
Los Angeles, California 90012

Region X
Business Service Center
Genera: services Administration
140 Federal Building
915 Second Avenue
Seattle, Washington 98174
For information contact:
Mr. William F. Madison
Director
Office of Small and Disadvantaged
Business Utilization

~ General Services Administration
Room 6002—18th and F Streets, N.W.
Washington, D.C. 20405

Phone: (202) 566-1021

DEPARTMENT OF HEALTH AND HUMAN SERVICES
Personnel Locator: (202) 245-6296
Procurement (202) 245- 6313

K

Ty e of A1d Procurement

Contact: Chief, Contracts Branch
Office of Human Development Services
Departmernt of Health and Human Services
200 Independence Avenue, S.W.
Washington, D.C. 20201

For additional information contact:
Richard Clinkscales
Director
Office of Small and Disadvantaged
Business Utilization




Department of Health and Human Services
200 Independence Avenue, S. w.
" " Room 624E
Washington, D.C. 20201
Phone: (202) 245-7300

Program: Administrative Services Administration
Type of Aid: Procurement
Contact: Chief, Procurement Branch
Material Management
Division of Administrative Services
National Institutes of Health
9000 Rockville Pike
. Bethesda, Maryland, 20014
Phone: (3%1) 496-3181

Program: Administrative Services Center
Type of Aid: Procurement
LContact: Director
Division of Materiel Management
Administrative Services Center
5600 Fishers Lane
Rodkville, Maryland 20857

Program: Alcohol, Drug Abuse, and Mental Health Administration
Type of Aid:Procurement
Contact: Small Business Specialist

Division of Block Grants and Contracts Management

Alcohol, Drug Abuse and Mental Health Administration _ -

" 5600 Fishers Lane
Room 13C-12
Rockville, Maryland 20857

Small Business Specialist
Management Services Branch
National Institute on Drug Abuse
Parklawn Building, Room 10-49
5600 Fishers Lane

Rockville, Maryland 20857

Small Business Specialist

Grants and Contracts Management Branch
National Institute of Mental Health A
Parklawn Building, Room 11A-10 b
5600 Fishers Lane

Rockville, Maryland 20857 ‘ .




General Supply Officer
USPHS Hospital

3100 Wyman Park Drive
Baltimore, Maryland 21211

General Services Officer
USPHS Hospital

15th Avenue and Lake Street
San Francisco, California 94118

Officer Services Manager
USPHS Hospital

210 State Street

New Orleans, Louisiana 70118

General Supply Officer
USPHS Hospital :
Carville, Louisiana 70721

Supply Management Officer

USPHS Hospital

Bay and Vanderbilt Street

Stapleton, Staten Island, New York 10314

Contracting Officer
Oklahoma Area Indian Health Services

. 388 Old Post Office and Court House Building
Oklahoma City, Oklahoma 73102

Contracting Officer

Alaska Area Native Health Service
Box 7-741

Anchorage, Alaska 99410

Program: Center for Disease Control
Type of Aid: Procurement
Contact: Small Business Specialist
' Center for Disease Control
255 East Pace Ferry Road, N.E.
Atlanta, Georgia 30305

Program: Food and Drug Administration

Type of Aid: Procurement

Contact: Small Business Specialist .
Division of Contracts and Grants Management
Food and Drug Administration
5600 Fishers Lane
Rockvillé®Maryland 20857




Program: Health Care Financing Administration
Type of Aid: Procurement
Contact: Small Business Specialist
Division of Administration Management Services
Health Care Financing Administration
Post Office Box 7696 |
Baltimore, Maryland 21207

Program: Health Resources Administration
Type of Aid: Procurement
Contact: Small Business Specialist
Division of Grants and Procurement Management
Health Resources Administration
Center Building
3700 East-West Highway
Hyattsville, Maryland 20782

Program: Health Services Administration
Type of Aid: Procurement ’
Contact: Small Business Specialist
Office of Contracts and Grants,
Health Service Administration
5600 Fishers Lane
Room 12-21
Rockville, Maryland 20857

Contracting Officer

Aberdeen Area Indian Health Services
155-4th Avenue, S.E.

Aberdeen, South Dakota 57401
Contracting Officer

. Albuquerque Area Indian Health Service
4005 Federal Office Building and

U.S. (Jour[.House
500 Gold Avenue, S.W.
Albuquerque, New Mexico 87101

Contracting Officer
Bemidji Program Office
203 Federal Building
Bemidji, Minnesota 56601

Director, Program Development
Indian Health Service

Post Office Box 11340

Tucson, Arizona 95734
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Contracting Officer

Phoenix Area Indian Health Services
801 East Indian School Road
Phoenix, Arizona 85014

Contracting Officer

Portland Area Indian Health Service
Federal Building, Room 476

1220 S.W. 3rd Avenue

Portland, Oregon 97204
Contracting Officer

Navajo Area Indian Health Service
Post Office Box G

Window Rogk, Arizona 86515

Program: National iistitutes of Health
Type of Aid: Procurément
Contact: NIH Small Business Specialist
- Division of Contracts and Grants
National Institutes of Health
Building 31, Room 1B-07
9000 Rockville Pike
Bethesda, Maryland 20814
Phone: (301) 496-4429

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
Personnel Locator: (202) 755-5111
Procurement: (202) 755-5585
For information contact:

Ms. Bernice Williams

Director

Office of Small and Disadvantaged

Business Utilization

Department of Housing and Urban Development
7th and D Streets, S.W.
Room 10224
Washington, D.C. 20410
Phone: (202) 755-1428

DEPARTMENT OF INTERIOR

Personnel Locator: (202) 843%-7220

Procurement: (202) 343-21056

Program: Indian Business Enterprise Development

Type of Aid: Quick Payments, Counseiing and Technical
Information '
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Contact: Director
Indian Business Enterprise Division
Bureau of Indian Affairs
Department of Interior
Washington, D.C. 20245
Phone: (202) 343-4796
For information contact:
Charlotte Spann
Director
Small and Disadvantaged Business Utilization
Department of the Interior
C Street Between 18th and 19th Streets, N.W.
Room 5527
Washington, D.C. 20240

INTERNATIONAL COMMUNICATION AGENCY
For information contact:
Mr. Phillip Rogers
Director
Office of Small and Disadvantaged
Business Utilization
International Communication Agency
1717 H Street, N.W. '
Room 613
Washington, D.C. 20547
Phone: (202) 653-5570

INTERSTATE COMMERCE COMMISSION
Personnel Locator: (202) 275-7414
Procurement: (202) 275-0893
Program: Small Business Assistance Office
Type of Aid: Counseling/Advisory Assistance
Contact: Director
Office of Small Business Assistance
Interstate Commerce Commission
12th Street and ‘Constitution Avenue, N.W.
Washington, D.C. 20423
Phone: (202) 275-7597

DEPARTMENT OF JUSTICE
Personnel Locator: (202) 633-2000
Procurement: (202) 633-2948
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For information contact:
Mr. Enos Roberts
Director

Office of Small and Disadvantaged Business Utilization

Department of Justice
10th Street and Pennsylvania Avenue, N.W.
- Washington, D.C. 20530

Phone: (202) 633-5136

DEPARTMENT OF LABOR
Personnel Locator: (202) 523-8165
Procurement: (202) 528-6445

-\“Occu[)ational Safety and Health Administration (OSHA)

Program: Consultation '

Type of Aid: Specialized Services

Contact: Assistant Secretary
OSHA
Department of Labor
Washington, D.C. 20210
Phone: (202) 523-9361

Program: Small Business Assistance
Type of Aid: Technical Assistance
Contact: Special Assistant for Small Business
"~ Occupational Safety and Health Administration
Department of Labor
Washington, D.C. 20210
Phone: (202) 523-9148

Progrum: Women’s Bureau
Type of Aid: Technical Assistance and Counseling
Contact: The Women's Bureau
Department of Labor
Washington, D.C. 20210
Phone: (202) 523-6611
For information contact:
Mr. Walter C. Terry
Director
Office of Small and Disadvantaged
Business Utilization
Department of Labor
Room $1032
200 Constitution Avenue, N.W.
Washington, D.C. 20210
Phone: (202) 523-9148
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NATIONAL AERONAUTICS AND SPACE ADMINISTRATION
Personnel Locator: (202) 755-2320
Procurement: (202) 755-2255
Program: Small Business Program
Type of Aid: Procurement
Contact: Small Business Advisor
National Aeronautics and Space Administration
Code K
Washington, D.C. 20546
Phone: (202) 755-2288
For information contact:
Mr. Eugene Rosen
Office of Small’and Disadvantaged
Business Utilization
National Aeronautics and Space Administration
Attn: Code K A
Washington, D.C. 20546

NATIONAL CREDIT UNION ASSOCIATION
For information, contact:

Mr. James R. Randolph, jr.

Director

Office of Small and Disadvantaged

Business Utilization

National Credit Union Administration

1776 G Street, N.W.

Washington, D.C. 20456

NATIONAL LABOR RELATIONS BOARD
Personnel Locator: (202) 254-9167
For information contact:
Mr. Ernest Russell
Director
Office of Small and Disadvantaged
Business Utilization
National Labor Relations Board
1717 Pennsylvania Avenue, N.W.
Washington, D.C. 20570
Phone: (202) 254-9200
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NUCLEAR REGULATORY COMMISSION
For information contact:
W.B. Kerr
Director
Office of Small and Disadvantaged
Business Utilization
Nuclear Regulatory Commission
Mail Stop 7217 MNBB
Washington, D.C. 20555
Phone: (202) 492-4665

NATIONAL SCIENCE FOUNDATION
Personnel Locator: (202) 357-9859
Procurement: (202) 357-7922
Program: Small Business Innovation Research
Type of Aid: Grants for Technological Innovation
Contact: National Science Foundation
Program Manager for Innovation and Small Business
Engineering and Applied Science: Directorate
1800 G Street, N.W.
Washington, D.C. 20550
Phone: (202) 357-7527
For information contact:
Mr. Theodore W. Wirths
Director
Office of Small and Disadvantaged Business Utilization
National Science Foundation
1800 G Street, N.W.
Washington, D.C. 20550

OFFICE OF PERSONNEL MANAGEMENT

For information contact:

Ms. Ann Brassier

Director

Office of Small and Disadvantaged Business Utilization
Office of Personnel Management

1900 E Street, N.W.

Room 5454

Washington, D.C. 20415




UNITED STATES POST OFFICE
For information contact:
Mr. Peter Evanko
Director
Office of Small and Dlsadvamaged Business Utilization
U.S. Postal Service
475 L’Enfant Plaza West, S.W.
Washington, D.C. 20260

RAILROAD RETIREMEN. BOARD
For information contact;

Mr. Robert A. Russell

- Director

Office of Small and Disadvantaged Business Utilization

Railroad Retirement Board

425-13th Street, N.W,

Washington, D.C..20004

SECURITIES AND EXCHANGE COMMISSION
Personnel Locator: (202) 272-2550
Procurement: (202) 272-2559

Program: Office of Small Business Policy

Type of Aid: Technical Information

Contact: Securities and Exchange Commission
Office of Small Business Policy
Corporate Finance Division

500 North Capitol Street
Washington, D.C. 20349

Phone: (202) 272-2644

SMALL BUSINESS ADMINISTRATJON
Personnel Locator: . (202) 653-6600
Procurement Information: (202) 653-6635
“Services: Management Assistance
) Procurement Assistance

3

Financial Assistance
Contact: Small Business Administration
1441 “L” Street, N.W.
Washington, D.C. 20416
or any SBA District Office
Phone: (202) 653-6600

Program: Office of Advocacy
Type of Aid: Represents Small Business Interests Before Congress
and the Federal Agencies




Contact: Chief Counsel for Advocacy
Small Business Administration 3
1441 “L" Street, N.W.
Washington, D.C. 20416

Phone: (202) 653-6533 M

Program: Minority Small Business and Capital Qwnership Development
Type of Aid: Minority Business Assistance
Contact: Associate Administrator
Minority Small Business and Capital Ownership
Development ‘
Small Business Administration
- 1441 “L” Street, N.W.
Washington, D.C. 20416
Phone: (202) 653-6407

Program: Women's Business Enterprise Division
Type of Aid: Women's Business Assistance
Contact: Director
Women's Business Enterprise Division
Small Business Administration
1441 ¢L" Street, N.W.
. - Washington, D.CC. 20416
Phone: (202) 653-6620
DEPARTMENT QF STATE
Personnel Locator: (202) 632-3685
Procurement: (202) 235-9531
For information contact:
Mr. Robert A. Cooper
Director
Office of Small and Disadvantaged Business Utilization
Department of State
Room 513 (SA-6)
Washington, D.C. 20520

DEPARTMENT OF TRANSPORTATION

Personnel Locator: (202) 426-4000

Procurement: (202) 426-4200

Federal Railroad Administration

Program: Minority Business Resources Center

Type of Aid: Technical Assistance and Procurement

Contact: Minority Business Resource Center
Federal Railroad Administration
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Rm Plaza 4B, Nassif Building
400 7th Street, N.W,
Washington, D.C. 20591
Phone: (202) 426-2852

- Program: Federal Highway Administration
Type of Aid: Procurement
Contact: Office of Contracts and Procurement
Federal Highway Administration
400 7th Street, S.W.
Washington, D.C. 20590
Phone: (202) 755-9370
For information contact: .
Mr. Wilbert E. Cantey
Director ;
Office of Small and Disadvantaged Business Utilization
Department of Transportation
Room 10222, Nassif Building
400 Seventh Street, N.W.
Washington, D.C. 20590

DEPARTMENT CF THE TREASURY
Personnel Locator:  (202) 566-2111
Procurement: (202) 376-0650 i
Program: Minority Bank Deposit Program
Type of Aid: Specialized Services
Contact: Director
Banking Staff
Bureau of Government Financial Operations
Treasury Department
Washington, D.C. 20226
Phone: (202) 566-4412

Program: Small Business Tax Workshop
Type of Aid: Technical Information
Contact: Field Programs Burcau
Taxpayer Service Division
1111 Connecticut Avenue, N.W.
Washington, D.C. 20224
Phone: (202) 566-2000
For information contact;
Ms. Linda Coffin
Director
Office of Small and Disadvantaged Business Utilization .
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Department of the Treasury »
15th Street and Pennsylvania Avenue, N.W-
Washington, D.C. 20220

TENNESSEE VALLEY AUTHORITY
Personnel Locator: (615) 632-2101
Procurement: (615) 751-2827
Program: Small Coal Operator Assistance Program
Type of Aid: Purchasing Assistance
Contact: Division of Purchasing
Tennessee Valley Authority
Commerce Union Bank Building
Chattanooga, Tennessee 37401
Phone: (615) 751-0011
For information contact:
Mr. James L. Williams,,jr.
Director '
Office of Small and Disadvantaged Business Utilization
Tennessee Valley Authority
1000 Commerce Union Bank Building
Chattanooga, Tennessee 37401

VETERANS ADMINISTRATION
Personnel Locator: (202) 393-4120
Procurement: (202) 389-2540
Program: Procurement Opportunity
Contact: Director
Office of Management Services
Veterans Administration
810 Vermont Avenue, N.W.
Washington, D.C. 20420
Phone: (202) 389-3616
For information contact:
Mr. Robert D. Vaughn
Director
Office of Small and Disadvantaged Business Utilization
Veterans Administration
810 Vermont Avenue, N.W.
Washington, D.C. 20420
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